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INTELLIGENCE ACTIVITIES— INTERNAL REVENUE 
SERVICE 


THURSDAY, OCTOBER 2, 1975 

SeI.KCT CoiXMITTEE To SlTTlY GoVERXMEXTAL OPERATIONS 

'With Respect to Intelligence Activities, 

Washington, D.C. 

The committee met. pursuant to notice, at 10:05 a.m.. in room 318, 
Russell Senate Office Building, Senator PTank Church (chairman) 
presiding. 

Present : Senators Church. Toiver. Mondale. Huddleston, Morgan, 
Hart (Colorado). Baker, Mathias, and Schweiker. 

Also present: William G. Miller, staff director; Frederick A. O. 
Schwarz, Jr., chief counsel, and Curtis R. Smothers, counsel to the 
minority. 

The Chairman. The hearing will please come to order. 

The Internal Revenue Service is one of the largest repositories of 
raw intelligence information in the United States. It has 700 offices 
spread across the country, and it employs over 88.000 people, includ- 
ing more than 2.500 special agents. The data collected by this behe- 
moth lay bare the lives of 80 million individuals who file their tax 
forms each year. 

In meeting our obligation to pay taxes on our earnings and thus 
support this country, we reveal to the IRS some of the most private 
and personal aspects of our lives. We tell the IRS for whom we work 
and how much money we make. We tell the IRS not only how many 
children we have, but additionally their educational achievements. 
We tell the IRS how we spend and invest our money, what dharities 
we favor, and how we contribute to the churches we attend. 

Upon examination of the 1040 income tax return, which the vast 
majority of us are required to file with IRS, one can determine if 
we suffered an extensive illness during the previous year, whether we 
bought eyeglasses, and the extent to which we traveled. In short, 
information we furnish the IRS constitutes an accurate profile of 
our lives and our lifestyles. 

Moreover, the IRS conducts special tax audits and investigations to 
gather still more infonnation. Unlike other intelligence agencies, the 
IRS can obtain financial information upon demand, without a 
subpena. 

The IRS is an intelligence agency in two respects. First, it is a vast 
reservoir of detailed personal information about Americans, and sec- 
ond, it conducts intelligence-collection activities through its own in- 
telligence division. 
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The committee intends to explore both aspects of the lES. In par- 
ticular, we will examine closely ways in which other intelligence serv- 
ices have made use of the IKS as a lending library of tax information. 
Tliis great storehouse of data on American citizens has proved to be 
irresistibly tantalizing to other Federal agencies, particularly the 
FBI. 

The controls over the use of tax information which the IRS releases 
to other agencies are inadequate. The committee has found evidence 
indicating that the FBI has widely misused IRS tax information to 
disrupt political activists. Tax return confidentiality has eroded to the 
point where our Federal Government has turned these supposedly 
private documents into instruments of harassment used against citizens 
for political reasons. 

If the law does not assure that tax returns filed by Americans will 
not be turned against them, our system of voluntary compliance with 
the tax laws faces a doubtful future. The committee will go into this 
misuse in detail next month, with our hearinars on the FBI COINTEL 
PRO (Counterintelligence Program) actmties. 

Today, though, we wish to open this subject by looking at the IRS 
as a collector of intelligence. 

!Most Americans pay their taxes voluntarily and honestly. A few do 
not. Because of these few, the IRS has an Intelligence Division com- 
prising 2.700 special agents, wliose job is to investigate cases of crim- 
inal tax fraud. 

The principal area of inquiry the committee will consider this 
morning with Commissioner Donald C. Alexander has to do with the 
scope of intelligence practices required by the IRS to do its job of 
collecting the taxes. We especially wish to learn to what extent the 
IRS intelligence capacity has been, and to what extent it should be, 
employed in the service of objectives which fall outside the strict 
realm of tax compliance. For example, a branch of the IRS, called the 
Special Service Staff [SSSj. now defunct, had the task of investi- 
gating political activists. It was abolished by Commissioner Alex- 
ander shortly after he took office in 1973. 

One wonders how an agency designed to collect revenue got into 
the business of defining and investigating political protesters. There 
were some 8,000 individuals and 3.000 organizations on the SSS list. 
The incredible overbreadth of the Special Service Staff target list can 
only be appreciated by hearing some of the SSS list of suspects. 

Let me refer to some of the organizations that were on the list : the 
American Civil Liberties Union, the American Librarv Association, 
the Conservative Book Club, the Ford Foundation, the Headstart pro- 
gram. the \AACP. the Lawyers Committee for Civil Rights Under 
Law. the Universitv of Xorth Carolina, and approximately 50 branches 
of the National Urban League. Apparently, someone in the IRS or 
the FBI, and other outside contributors to the program, felt that 
these groups and individuals, plus many more, warranted special tar- 
geting for a concentrated tax-enforcement program. In essence, they 
were to be punished by the IRS for their political views. 

Lists like this one highlight a most disturbing aspect of the IRS 
and other intellisrence .services. They seem to have an almost inexorable 
need to amass information for its own sake, and to find new reasons 
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for expandinfr intelligence collection — in the case of the IKS. reasons 
■\vlhch may bear little relationship to the needs of a tax collection 
a<rency. AA^orse yet. the jriant agencies be«rin to rim out of control 
as administrators face the difficult task of knoiving what is ^oing on 
within their own mnshroomin<r or<ranizations. These are the dilemmas 
wo wish to discuss todaj’ with the Commissioner of the IRS. 

Before w > move to the Commissioner. I want to defer to Senator 
Tower, if , on would like to make an opening statement, Senator. 

Senatoi' Towkr. Thank you. Mr. Chairman. 

Amplifying on your statement that an abundance of intelligence 
data may pose a danger in and of itself. I am of the view that today’s 
hearing moves the committee into another phase of our examination 
of the impact of govenimental intelligence-gathering activities on 
fundamental concepts of privacy and individual liberties. 

Agencies involved in clandestine collection on the international 
scene have acknowledged some incidental threats to the privacy and 
safety of American citizens. The rationale has been the need to main- 
tain a vigilant watch on the national security. 

Our examination of the Huston plan revealed a coming together of 
national security and concerns for enforcement of the domestic crimi- 
nal laws. The potential threats posed by both areas of activity are real, 
and I do not seek to minimize our concern. AA"e are indeed fortunate 
that deadly biological agents never left the governmental laboratories 
where they were stored. 

Our Nation and fundamental freedom are the winners when, for 
whatever reasons, a comprehensive spying effort like the Huston plan 
is vetoed. The need for national security and criminal law enforcement 
are clearly legitimate concerns, and I firmly believe that needed legis- 
lative reforms can be fashioned to correct abuses while preserving 
necessary and proper intelligence efforts in these vital areas. 

AA'hen I apply the same standards to the intelligence activities of the 
IRS, Mr. Chairman, I am far less sanguine on the issue of the need 
for such efforts by the tax collector. I am deeply concerned about the 
purpose of IRS intelligence-gathering activities. This concern is two- 
fold. First, there appears to be a belief that enforcement of the tax 
laws, as they relate to evasion of payment, is viewed as a matter to be 
handled completely within the IRS structure, as opposed to a situation 
warranting the attention of agencies charged with enforcement of the 
criminal statutes. 

Evasion of taxes is a crime. However, I question the need for IRS 
surveillance of nightclub patrons as an investigative technique. I am 
uncomfortable with the notion that driving an expensive automobile 
to the parking lot of a stadium where a prize fight is being held should, 
standing alone, subject one to IRS scrutiny. In a nation which has al- 
ways insisted upon the presence of reasonable grounds or probable 
cause as a basis for the focusing of its law enforcement apparatus upon 
the private citizen, there may be a real need for reassessing the pro- 
priety of vesting police powers in an agency which is, or should be, 
primarily concerned with collecting revenue. But at least these efforts 
purport to be in discharge of the agency’s basic mission. 

Of far greater concern to me is a second purpose for much of the IRS 
intelligence effort. That is the apparent reliance upon intelligence- 
gathering as a vehicle for protecting the image of the IRS. I refer par- 
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ticularly to tlie intelligence activities which were apparently initiated 
in response to congressional or executive branch inquiries questioning 
tlie vigor or evenhandedness of IKS eft'orts against prominent in- 
dividuals and oi’ganizations. 

We must not allow any agency of this Government to insure its 
existence or prestige by amassing files on citizens solely for the pur- 
jjose of being in a position to rei:)resent that it has spied on the right 
as thoroughly as it has scrutinized the left., that it is as \dgilant with 
nonprofit corporations as it is with gangsters. The invasions resulting 
froin such actions far outweigh any need for assurances of IRS ob- 
jectivity and only open wider the door that would make IRS an un- 
witting tool of those who would make impioper or illegal use of such 
information. 

Mr. Alexander. I hope that you might shed some light on the per- 
ceived need for IRS intelligence, if any. and the need for spending the 
capabilities of IRS in the field, as compared with other law enforce- 
ment agencies who might assist in feiTcfing out criminal tax evasion. 
And. finally, what, if any. additional .guidance tlie Congress might 
legislate to insure that the revenue will be collected with minimum 
invasion of the taxpayer-citizen’s rights. 

Thank you. Mr. Chairman. 

Tlie Ctiairman. Thank you. Senator Tower. 

And now. Mr. Alexander, if you would plea.se stand and take the 
oath. 

Do you solemnly swear th.at all the testimony you will give in this 
proceeding will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. Alexander. I do. 

Mr. Whitaker. I do. 

The Chairman. Mr. Schwarz will begin the questioning. 

TESTIMONY OF DONALD C. ALEXANDER, COMMISSIONER, INTER- 
NAL REVENUE SERVICE; ACCOMPANIED BY SINGLETON WOLFE, 

ASSISTANT COMMISSIONER, COMPLIANCE; WARREN BATES, AS- 
SISTANT COMMISSIONER, INSPECTION; MEADE WHITAKER, 

CHIEF COUNSEL; THOMAS J. CLANCY. DIRECTOR, INTELLIGENCE 

DIVISION; AND WILLIAM E. WILLIAMS, DEPUTY COMMISSIONER 

Mr. Schwarz. Accompanying you is your Chief Counsel, Mr. 
IVhitaker ? 

Mr. Alexander. Y>s, Meade Mliitaker, Chief Counsel of the Inter- 
nal Revenue Service. Mr. Chairman. I’d like to introduce some of 
the others who are with me. if I may. To the rear of Mr. M’^hitaker. 
on the far right, is Mr. Singleton "Wolfe, our Assistant Commissioner 
for Compliance. 

Senator Tower. MUiy don't vou have them stand so we can identify 
them ? 

Mr. Alexander. To Mr. Wolfe’s left is William E. Williams, the 
Deputy Commissioner of the Internal Revenue Service. And to Mr. 
Williams' left is Warren Bates, our Assistant Commissioner of In- 
spection. To the rear of Mr. Wolfe is Mr. Thomas Clancy, the Direc- 
tor of our Intelligence Division. 
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C('i'tuiQ of ymri' S|)cvifi:- i|U-,srioih' iiiay Iw' lietier respoiiiItHi to ov 
soino of th(> n-piitleincn tl'.at 1 liave introdor-pcl tl'.aii iiy iiie. Mr. Ciiair- 
ma.li. AA'ould you lilo.- to swear llic yroiij) lliat 1 inr roiliu erl t 

Tlic ri!.wu.\r.\x. .1 Hiink if they arc iroing to testify, they should 

lie sworn. 

1)0 ('aeh of \()ii soieimdy swear tliat any testimony yon ma\ gne 
at tills iM-oceeding will lie the truth, tlie whole tnhli. and nothing; hut 
tlie t rurli. so htdp you tfod f 

Mr. 'Woi.FK. T do. 

Mr. R\ti:s. I do. 

Mr. ( h.YX. Y. 1 do. 

Mr.M'iuiuis.Ido. 

Th(' ( hi.\iK:\r,\x. All right . Mt . Schwarz. 

Mr. SniY.xpz. IMr. Ahwnndtr. ^ou took over as ( Vmimissiorter 
"■'lit'ii ■ 

Mr. Aiar.x.x -VDF.R. My commission daits front May 2o, 1i)7d. I was 
.sworn in on May ‘J!». IDTp. , 

Mir. Soiw-Mtz. X(>w. the chairman ,;ud iJie \ ice chairman boin madi.' 
statements in wliich they iiidicateti their coneorn about the use of 
the TES as tin ijitcdligenee -catlieriiiL’’ ttrti) of other ageticies of Lite 
Govermnent. and in which they indieated their eoncern about moving 
the TIES into aetirif its othei than tax enforeement. 

The tirsi iptestiori .1 liave is a giiural pue.stioii: o.o yoti .sln'i .■ iJiose 
coiK { vns ^ ^\nd the second general vJUe^tlon. luive you tried to do atty- 
I hing about it ( 

.Mr. AuKx.txoKi?. First. 1 do share tlio,-.-.e concerns, rftcoiid, i l.s \e 
tihd. I am irvitig. atid 1 .sliMl routimie lo ( r,'- to do .something af.out 
it. I find nodiitig^ antitl'cth-al oetv.ren cliecnve law u.forco.mrmt and 

responsible- and legal la w enforeeii. ell! . ^ ^ 

T tind that the TES is a large agency having ]<irgc> I'.owern, anc 
hai'ing .1 vast store of . ouitdeiii iai in fonnatioii. ’litis information, 
these ])ow..‘i's. these i ('sources, mean that the lES has a great duty to 
eondnet itstdf elfeci ivei v but al.'O responsudt . 

MT in tilt management of the ilbS have lieen do'ng emr best to 
cause the to so cottduct itself. 

Mr. Sciiw.uiz. '/csterday. whe \ve were talKing in yoc.r otnee, 
you gave. a= an illustration of what \ou thought had been an excessive 
tendenev to ooiieentrat(' on intelligence gatiieriug as oiipose.d to tax 
enforcement, the number (d' agents in tiie Ifrooklyn office that were 
devoted to tliose two luirts of your work. Moidd you lecount that, 
and what lesson you drew from it. and what you did aboitt iti 

Mr. .\LKx.'xm;ii. (hi one of my eat ly field trips. I visited die 
'drnolilyit office, and J was lold during that \ isit that ve iuid some 
27 agents engaged at that time in gathering inieiligenee and n far 
sinaliei number (Uigaged ni a'- inallv working cases. J believe those 
ntimbeis related to a nartii ular group of people and probably they 
did noi cover all the spi'ecial agents assigned r i that part icnlar district. 
Bttf I was conceriHaJ about whether our ;-eu.se nf priorities was a 
,-ound one. L was conceined about eifective use of resources. And 
we have a duty to ttse the limited resources that we have effectively 
in rite vast job that we have. 

And I was; eoncerned also about effect b.e iax eiifor(.ement, on the 
one hand, and preservation of individual rights, on the other. 1 pre- 



A'iousl}’ had the same concern about the workings of the Special 
Service Staff, another example of the use, if you will, of the IRS 
and its peojjle and its powers in a way that can at best be described 
as inappropriate. 

We set about to see what we were doing, and why we were doing 
it, why we needed to be engaged in generalized intelligence-gathering, 
as contrasted with obtaining the specific information that we must 
obtain to supplement that which is given to us, or to correct that 
which is given to us. Many taxpayers comply with the law, as you 
])oiiited out. Mr. riiairman. but some do not. And we have an obliga- 
tion to see to it that the tax burden is spread as the law requires. 

To fulfill that obligation, we must gather information, but we need 
to gather only that which is related to that job of ours, of tax adminis- 
tration and tax collection, and we need to be cognizant of individual 
rights and the Constitution, in our efforts to gather it. 

Senator Towkr. I think we do need this function. I think it is 
badly needed, to have an effective enforcement of the internal revenue 
laws, and I think our people are generally tine people doing a difficult 
job well. I think there have been some isolated instances of aberra- 
tions and departTires from these principles, and I think we need to 
correct these instances and to control our operations for the future, 
rather than to eliminate the intelligence gathering. 

Mr. SciiwAKz. I am sure there are going to be specific examples 
that jieople come to, but trying to set the framework at the outset, have 
you taken steps to cut back on what can be characterized as generalized 
intelligence gathering or finding out information at random about 
American citizens? 

^Ir. Ai.KXAxnF.R. Yes. In fiscal year 1973. this generalized intelli- 
gence gathering cost the IRS and, therefore, the American taxpayers, 
almost $12 million. That was reduced in fiscal year 1975 to $4.3 million. 
These dollars are a measure of the reduction. 

Mr. Sciiw.^Rz. In a couj)le of your answers, you have referred to 
the powers, or large powers, of the IRS. Now, everybody knows the 
IRS collects taxes, but what did you mean by focusing on large powers ? 
What powei's does it have that other Go\-ernment acrencies mav not 
have? 

Mr. At.f.xaxdkr. We have powers that other agencies do not have to 
obtain information, peremptory jjowers, powers to issue summonses, 
to require infoi'mation to be furnished to us. We have further powers : 
powers to seize property : iiowers to terminate a taxable year, and then, 
by assessing the tax immediately, and taking collection action, take 
money from a taxpayer; the power to make a jeopardv assessment. 

Now. these powers are necessary to tax enforcement, but because they 
are so great, because they are so peremptory, because they can be exer- 
cised by the IRS without the intervention of other agencies or courts, 
assuming web-e acting in irood faith, we have an added obligation to 
use them wisely and onlv when necessary. 

Mr. .ScTTWARZ. You drew an important distinction there, did you 
not ? Siqiposedlv — altbou<>-h we have now seen evidence to the con- 
trarv — agencies like the FBI cannot enter somebodv's house and ,<ret 
fliei]' iianers. without havin<r a search warrant anproved bv a court 
and o-oino- tlirouirb .some process of cbeckin»' and limitino-, whereas the 
IRS has the power to compel an individual to provide the most inti- 
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mate details about his financial life, peremptorily, as you say, or 
without goino' through other processes, of the courts, for example. Is 
that right ? 

Mr. Alexander. IVelh subject, of course, to the fifth amendment 
privilege. Where appropriate, we give a Miranda-type warning im- 
mediately to the taxpayer, in order to make sure that the taxpayer is 
aware of his or her rights. But we do have powers to call upon third 
parties, for example, to supply financial information about a tax- 
payer to us. 

Mr. Schwarz. I have nothing further at this point, Mr. Chairman. 

The Chairman. Mr. Smothei-s. do you have any que.stions at this 
point ? 

INIr. Smothers. Mr. Chairman, just one brief area of inquiry. 

I have been concerned, Mr. Alexander, and the committee has 
received information regarding how the IRS deals with its enemies, 
if you will, particularly the tax prote.stor groups. AYe have informa- 
tion indicating that there has been an effort made to infiltrate these 
groups, if you will, primarily based on their anti-IRS activities, 
including things such as efforts at physical destruction at your offices 
and the filing of reams of blank returns. Is it your view that IRS 
investigators should be used in this capacity, or is this a matter better 
handled by other investigative agencies like the FBI? 

Mr. Alexander. Mr. Smothers, there are instances where the use 
of the techniques that you have descrihed would be necessary. Those 
instances are few indeed. I think that the IRS has a responsibility 
to see to it that those who attempt to defeat tax admini.stration and 
tax enforcement do not succeed. And, accordingly, as to tax re.sisters, 
we have an interest, and shall. I think, maintain an interest in making 
their efforts fail. But we also have a duty in the fulfillment of this 
limited goal to live up to the constitutional principles and the law, 
because we cannot enforce the law properly bj' violating the law. 

Mr. Smothers. Mr. Alexander, my question goes to who should 
be involved in this enforcement? For example, if we had dissidents 
bombing the State Depai-flnent. then we would certainly ask the 
Federal Bureau of Investigation to look into that. AVe would attempt 
to apprehend the culprits. Should the IRS be devoting its energies to 
the essential task of catching criminals, criminals whose activities 
are really unrelated to your fundamental mission? 

Mr. Alexander. Xo. 

Air. Smothers. AA’^ould it then be your recommendation that these 
efforts not be dedicated to these kinds of functions? 

Mr. Alexander. It is my recommendation that the efforts that the 
IRS makes in this general area, as well as the limited area that you 
first described, should be limited to those necessary to achieve our 
mission of administrating and enforcing tax laws, rather than other 
goals. This accounts. I might suggest, for the action that I took that 
the chairman described with respect to the Special Service Staff. That 
also accounts for certain other actions that the IRS has taken. 

Tax protesters are indirectly related to tax administration, in that 
those who preach resistance to the tax laws are likely to practice 
resistance as well. AA"e do have an obligation to see to it that the tax 
laws are enforced, and we ai-e concerned about scofflaws. AA^e should 
not be overly concerned, however, so as to devote undue resources to 
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this task, or to go about tlii? task in a way in which our enforcement 
techniques descend to the techniques of some of those who are opposed 
to taxes. 

Mr. Smothers. Tliank ,you. I have nothing further at this time, Mr. 
(diairman. 

The Chairman. Tliank you. 

Mr. Commissioner, when you became the Commissioner, were you 
informed by tlie staff of the IRS about tlie existence of this Special 
Service grou])'!! 

Mr. Ai.exaxder. Mr. Chairman, I had lieard about the Special Serv- 
ice Staff' from press reports prior to the time that I took office. The 
day after I took office, or the clay after I was sworn in on May 30, 1 had 
a meeting in my office with respect to the Special Sei vice Staff' and its 
then activities. " 

The Chairman. And was a full disclosure made to you at that time 
of the activities of tlie Special Services Staff? 

ilr. Alexander. In my oiiinion, not. 

The Chairman. In your opinion not? 

Mr. Alexander. Right. 

The Chaikman. IVliat is the basis for that opinion ? 

Mr. Alexander. The basis for that opinion, Mr. Chairman, is my 
recollection — which I consider entirely correct — that I was not told 
on May 30 of a fact which some others in the room knew; that a 
memorandum describing activities which are antithetical to proper tax 
administration was, indeed, an expression of the National Office of 
the Internal Revenue Service about the attitudes and the activities of 
the Special Service Staff. That memorandum sugge.sted that tlie IRS 
should concern itself with rock festivals, where youth and narcotics 
may be present. I find nothing in title 26 of the Internal Revenue Code 
to suggest that we should have a concern about rock festivals. 

I find that particular illustration, as well as the rest of that mem- 
orandum, to be antithetical to our job. And when I found out it was a 
National Office memorandum rathei- than an aberration in the field, I 
ordered the Special Service Staff abolished. 

The Chairman. When was this memorandum which defines the pur- 
poses and objectives of the Special .Service Staff called to your 
attention ? 

Mr. Alexander. It was called to my attention, as a National Office 
document at the end of a dialog that I had with the then-Regional 
Commissioner of our North Atlantic region. I was trying to find out 
why on earth the North Atlantic region issued this memorandum, 
ami did they really believe this sort of stuff ; and if they did. I wanted 
to correct their attitude. 

I finally learned, as I recall, on August 8 of 1973 

The Chairman. ITas that 4 months after you took office that you 
first learned of this memorandum defining the functions of the Special 
Service Staff? 

Mr. Alexander. Almost 4 months. 

The Chairman. Almost 4 months. 

Calling your attention to the memorandum, which I think for the 
Senators' purposes fs 

Mr. Schwarz. It is marked exhibit 1.^ 


p. 39. 



The Chairmax. Do you have that, Mr. Coininissioner ? 

Mr. Alexander. Yes I do, Mr. Chairman. 

Mr. Schwarz, ilr. Alexander, it is exhibit 1. 

The Chairman. Now, I read from the memorandum the following 
excerpt : 

Functioning under the Assistant Commissioner (Compliance) a spedai com- 
pliance group w.-is estatilished in August 1969 to receive and auaiyze all available 
information on organizations and individuals promoting extremist views and 
philosophies. 

Xow, stopping right there, do yon think that it is the proper busi- 
ness of the IRS. which is set up to collect taxes for this country, to 
receive and analyze all available information on organizations and 
individuals promoting extremist views and their philosophies? 
j\Ir. Alexander. No. 

The Chatrm.vn. Reading further from the memorandum : ‘‘These 
organizations and individuals can be generally categorized as, (1), 
Violent Groups"; and then, “in category (2). there is ample evidence 
of activities involving so-called Non-Violent Groups, who by alleged 
peaceful demonstrations oftentimes deliberately initiate violence and 
destruction." 

Now, stopping right there, even if that were so. does it not follow 
that protciction against violence and destruction is properly the work 
of the police — including the Federal police, the FliT — and not the con- 
cern or the work of the Internal Revenue Service? 

Mr. Alexander. Yes. 

The Chairman [continuing]. 

lucludecl are those who publicly destro.v and burn draft cards, destroy Selective 
Service oflSce records, participate in an [sic] organize May Day demonstrations, 
organize and attend rock festivals which attract youth and narcotics, aid in 
funding the .sales of tirearms to Irish Repuldican Army, Arab Terrorists, ct 
cetera ; travel to Cuba, Algeria, and North Vietnam in defiance of existing 
statutes relating to seditious acts : inciting commotion and resistance to authority 
by encouraging defectors in the Armed Forces to enter into alliances to subvert 
this nation. 

Now. leaving aside whether or not the actual naine.s of individuals 
and organizations that were placed on this watch list by the IRS 
whether or not tliey fit in this category, that whole category has 
nothing to do with collecting taxes, does it ? 

IMr. Alexander. It has nothing to do with it. except insofar as two 
thing.s are concerned : First, if an organization claiming tax exemption 
is not entitled to it, it is our obligation to do something about it, and 
it is our obligation to determine whether an oi’ganization claiming that 
statn.s is entitled to it. Second, if someone deducts a contribution to 
an organization that is not tax-exempt, and therefore not entitled to 
receive deductible contributions, it is our obligation to do something 
about that. 

Beyond that, we have no concerns in these areas, and these areas 
are not a normal jiart of tax administration. 

The Ch.viraian. But this memorandum went way beyond that. 

Mr. Alexander. Wav bevond that. 

The Chairman. Way beyond that, and it even went— in actual prac- 
— the Special Service Staff went wav beyond these groups. I think 
it must have. We look at some of the individuals; what did columnist 
Joseph Alsop have to do with rock festivals? 
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Mr. Alexander. I have no idea. Mr. Chairman. 

Senator Tower. Tliat is an intriguin<r tiioufriit, ilr. Cliairinan. 

The Chairman. Or fnndin<)f the sale of firearms for the Irisli Ke- 
publican Army, or violating .sedition laws by traveling to North 
Vietnam t 1 mean, what was Joseph Alsop's name doing on that list? 
Do you know ? 

Ml'. Alexander. I have no idea. ^fr. Chairman. I have no idea why 
my name was on the IGES (Information Gathering and Retrieval 
System) file. 

The (Chairman. IVhat about Mayor John Lind.say? Do you know 
what connection he had with any of these organizations that would 
justify putting his name on the lik ? 

i\fr. Alexander. Xo. 1 do not. 

Idle Chairman. What about Xobel Pi'ize winner Linus Pauling, who 
just last \yeek received from the President of the United States the 
National Science Medal ? Do you know why he was on this list to have 
his taxes looked at. this list of violent and nonviolent activist groups? 

ilr. Alexander. No. 

The Chairman. What about Senators Charles Goodell and Ernest 
Gruelling ? Do you know why they were on the list ? 

Mr. Alexander. No. 

The. Chairman. What about Congressman Charles Diggs? Is there 
any I'easoii why he was put on a special watch list for examination of 
his ta.xes? 

i\Ir. Alexander. No. 

The Chairman. Well, there aie other names here that are equally 
puzzling — writer Jimmy Pre.slin. I'ock singer James Brown 

^Ir. Ale.xandek. That would come under the rock singer category. 

[General laughter.] 

Mr. Alexander. There was apparently quite a concern about that. I 
suppose some of our people did not like rock music. Now, I share that 
view. I dond like rock music. But 1 don't think it has anything to do 
with tax enforcement or tax administration. 

The Chairman. What about civil rights leaders Aaron Henry and 
Jesse Jackson and Coretta King? 

Mr. Aijixander. The same answer, no. 

The Chairman. Or actress Shirley MacLaine ? Was that because she 
went — did she go to North Vietnam at one point ? I do not think so. Y ou 
do not know w% she was on it ? 

ifr. Alexander. I dond. 

The Chairman. IVell. when you discovered names of people and 
organizations that even went beyond a memorandum, which you your- 
self have described as unrelated in its thrust to tax collection as such, 
what did you do ? 

Mr. Alexander. I ordered the Special Service Staff abolished. That 
order was given on August 9, 1973. It was implemented by manual 
supplements i.ssued on August 13, 1973. ^Ye held the files. I ordered the 
files to be held intact — I'm not going to give any negative assurances 
to this committee — in order that this committee and other committees 
could review these files to see what was in them, and see what sort of 
information was supplied to us on these more than 11,GOO individuals 
and organizations as to whom and on which files were maintained. 
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I susigested, Mr. Cliainnan. that at the end of all of these inquiries, 
I would like to take those files to the Ellipse, and have the biggest bon- 
tii'e since 1814. 

The C hair:uax. Well. 1 concur in that judgment. I would only say 
this to you ; in a way. it might he a moi-e ini]K)rtant bonfire than the 
Eoston Tea Party when it conies to jirotecting individual rights of 
Ainerican citizens. I am glad you feel that way. I am glad you took that 
action. 

What concerns me, and what should be of concern to this committee, 
is that there is ajiparently no law on the statute books restricting the 
extent to which the IKS can he used as the vehicle for harassing or 
investigating citizens who are engaged in other kinds of activities quite 
unrelated to the question of their tax liabilitju Though in your hands 
as ('ommissioner these abuses might be stopped, in the hands of a less 
scrupulous Commissioner they could be reinstituted. And I think it is 
the work of this committee to write the laws in such a way that that 
will not happen in the future. 

Mr. Ai.exaxder. ilr. Cliairman. there is one provision in the Internal 
Revenue Code that does provide a restriction on part of the improper 
activities that you have described. In section 7214 of the Internal Reve- 
nue Code, there is a provision making it a crime for an Internal Reve- 
nue employee to knowingly demand from a taxpayer a tax other than 
what the law reasonably requires. Tliat does not go all the way. '\^at 
the IRS, the administration, and Congress need to do to safeguard the 
future is to have sound laws, sound procedures, good people, continual 
oveisight. and continual vigilance by the press. 

The CiiAiRMAx. I agree with that. AVe will be working on recommen- 
dations after we conclude this investigation that will help protect us 
against abuses of this kind in the future. And we would solicit your 
own recommendations in that regard. You tried, as Commissioner, 
to put a stop to these activities, and we naturallv welcome any recom- 
mendations you might have to make. Senator Tower? 

Senator Tower. Thank you. Mr. Chairman. 

First. I would like to commend Mr. Alexander for what he has done 
to cure some of the problems that we found within the IRS. Mr. Alex- 
ander. who decides when to utilize the intelligence apparatus of IRS, 
and how much discretion do the district directors exercise in determin- 
ing when to employ this capability, and against whom it should be 
targeted ? 

Mr. Alexander. Senator Tower, I will respond generally, and then I 
would like for Jlr. AAMlfe. who has been in Internal Revenue far longer 
than I. to supplement my answer. 

Our special agents are frequently called in by revenue agents in our 
audit activity, or by revenue officers in our collection activity, when the 
revenue, agent or 7'evenue officer finds reason to believe, in the course 
of his audit investigation or his collection investigation, that fraud 
has been committed. This accounts for the greater part of investiga- 
tions made by our special agents in our Intelligence Division. 

Some cases, however, arise hy reason of communications that we 
receive, from informants or otherwise, which indicate that tax evasion 
has been committed, and that the chances of fraud warrant the expend- 
iture of time and money in an investigation. Some cases are developed 
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bj’ ths Tiitellig-ence Division, nctiiifr as sucli. after it h;is collected infor- 
mation tf'iidin^r to establish the likelihood of tax evasion. And. of 
coiirsp. onr people also cvork closely with the Departinent of Justice 
lawyr-rs, and other agencies, in the Sti-ike Forces, of which we now 
Inive IT around rhe count rv. whose activities are largely directed 
tow;i rd oryninizt'd crime. 

The decision wonld be made a.s to whether to <ro forward with an 
in vesvi (ration on a decentralized basis in oin- districts by onr Held man- 
agers, not necessarily the division cliief or the branch chief or the 
group manager, as 1 understand it. Xow. i\Ir. Wolfe, would you care 
to supplement that answer? 

Mr. Wolfe. Mr. Tower. (>0 jiercent of the work that our Intelli- 
gence Division engages in comes fr()m referrals, either from the Audit 
Division of the Internal Revei'ue .“Service or the (Dllection Division. 
J lie rest of it comes throiigJi informants or through information that 
our special agents gather in their jobs. 

Every investigation must be approved by the group manager of 
Ihe group to which the special agent is assigned. We have very strict 
rules concerning the use of any investigative techniques. They miust 
not only be legal luit tliey must have the approval of the chief of 
■■lie int('lligence division of that district. 

All of these people ai-e then under the direct control of the District 
Director of the district to which they are assigned. They also are 
provided with very good manual instructions. In other words, the 
manual instructions under whicli they are to operate ai-e prepared 
here in IVashington. 

They are also provided with handbooks, which are distributed 
from here in Washington, outlining the procedures which they are 
to follow. .So those are. in general, the means by which we operate. 

Senator Tower. Thank you. 

Mr. Alexander, who sets the limits for determining when to employ 
undercover agents and when to accept and use information from an 
Infoi uiant ? For example, our committee has been told that undercover 
agents at a meeting of tax protestors listened to the protestors’ legal 
defense plans and then passed that information on to the T^.S. at- 
tornev’s office. 

This would appear to me to lie an abuse of IR.S intelligence capabil- 
ity. I would appreciate your comment on the propriety of tactics of 
that kind. 

Mr. ApEXAxnER. I agree with your conclusion, Siuiator Tower. I do 
not think that IR.S undercover agents should interfere with the right 
of anyone to counsel. And the incident that you mentioned is of 
considei'able concern to me. 

ITe have tightened up materially on the use of undercover agents. 
We now have. T believe, only two undercover agents in the country 
at this particular time doing this. And we have called for strict con- 
trols and decisions at the top level before further undercover projects 
mav be undertaken. 

Senator Tower. Mr. Alexander, the data bank of IRS contains a 
great deal of information in addition to the tax return documents 
that are supplied bv the taxpayers. Whv is so much additional infor- 
njation nece.s.sary if no question has been raised concerning returns 
filed by a given individual? 
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^Ir. AL3:\AxnER. We. iipocl to traiispi-iW nnd retain a vast amount 
of infol’mution in oni' cornputei' centers in order to do our job of 
seeing- to it rliat people i)M_v the correct tax. no more, no less, tliat we 
know how n.ucli tjiey ])av. that we know wliat tin- essential charac- 
teiisti'-s of their return aiv. so that wc ‘'an select tlie i-erurns for 
audit on an objc'ct i\(‘ basis, wliich are most likely to need audit. 

And s<> if .someone finds he or she has overlooked something and 
files a claim for refund with u.s at a later time, wc are able to process 
tliat claim; wbeie if someone at a later- time decidc's to use the iKUiefits 
of the income averaging jrrovisions, for exani])le. we ai-e aide to detei’- 
mine from l>ack years what that person’s i-eported ineome was. in 
oi’der to test to make sure that that person is imtitled to the benefit 
whicli is btfing claimed. So we need to retain in oiii- data tranks, and 
use very eai-e fully, infoj-niation front tax retui-ns. But by no means 
dot's this irtforniation that we ti-anscribe eontain the entin' mass of 
information contaijied on an iudividnars tax retui-n. 

Tn the first place, it is nor cost effective to transci-ibe and retain 
that which is not sti-ictly necessary, and second, we want to maintain 
minimum information on computers, liaving in mind botli tlie benefits 
of computers and also tire risk trf computers. 

Xow. we do have in our intelligence gathering a computerized 
-system which wp installed in JPTk. modified in 1074. and curtailed 
earlier this year, and now 1 am making sure tliat it is limited to 
matters whicli .should properly be maintained on a computer. That 
is a different system from what I liave just described. Senator Tower. 

Senator Tower. Mr. Alexander, is there periodic destruction of 
information other than the i-etni-ns of taxpayers? For those taxpayers 
whose retuiiis liave not been called into question, do yon periodically 
destroy this information I 

Mr. Alex.vxder. Yes. we do. sir. 

Senator Tower. Thank yon. .Mr. .\lexander, .Mr. riiairman. 

The Chatrm.ix. Thank you, Senator Tower. Senator Mondale ? 

Senator Moxdale. Thank you very much. iMr. Cliairman. 

Commissioner, may I first say that I find your attitude and ap- 
proach very, very refre.shing. I wi.sh to say that. 

As I look at this problem that yon were confronted with when you 
assumed office, what yon were seebig. ap]iarentl}-. was one part of a 
much broader program to have a secret Government counterintelli- 
gence capability on persons and organi/ation.'^ thought to be dangerous 
on some ill-defined basis ranging from war unrest and civil rights 
demonstrations, to rock festivals, just about eierything. Tn any event, 
the net swept ]iracti<"ally everyone. Josepli Alsop to Sally Quinn. 
That is what you found when you came in as Commissioner of 
Internal Eevemie. Is that correct? 

Mr. Alexaxuer. I would not want to make it tliat sweeping. Senator 
Mondnle. The ST-iecin] Service Staff involved only eisjht people in the 
IRS. It did collect information on more than 11.000 individuals and 
organizations. It did not conduct audits. It did send information out 
to the field for audit and collection action. Rut I don’t think it slionld 
be considered in aiiv way illustrative of the Service as a whole. 
I think tlie Service held up well in resisting that. 

.Senator IMoxdaee. I did not want to susrffest that I was getting at 
sometliing else. My question was a broader one directed not just at 
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IRS but at other agencies which may have been involved directly and 
indirectly with this counterintelligence capability developed in various 
agencies in the Federal Government, of which we have seen some ex- 
amples here. 

Mr. Alexander. Yes; I think there was a syndrome at that time. I 
would like to add that I greatly apjjreciate what yon have said when 
you opened your qnestion.s. There are some, apparently highly vocal, 
that disagree flatly with your statement of approval of what I have 
been trying to do. 

Senator Moxdale. Xo doubt. I would like to return to that point I 
raised in my first question, because I think it is central to understand- 
ing what it was that yon were dealing with and the more fundamental 
issues that this committee must deal with. 

I think what yon saw was just a part of a broader, more basic project 
by which various agencies — the FBI, the CIA, and even the White 
House — decided that the criminal laws weren't adequate to deal with 
the threat to this nation and that therefore they needed a new tactic. 
That tactic was really borrowed from our tactics overseas against 
mainly Communist threats, called counterintelligence. Without any 
probable cause to believe a crime was being committed and taxes being 
unpaid, we would throw out a huge net: we would open mail, even 
though we did not know what was in it. and intercept communications 
with no grounds, thinking we might find something. We would send 
out Internal Revenue agents to look at people’s taxes, not because we 
thought they weren’t paying taxes, but I>ecause we might find out some- 
thing. It is that concept of counterintelligence turned in on the Ameri- 
can people which I think you had to deal with. That was a piece of it, 
because the IRS was getting these requests, as I understand it, from the 
FBI. from the CIA. and even from the MTiite House, to investigate 
these people, and the question is why. since it tvas unrelated in most 
cases to taxes. The answer is because of a fundamental philosophy that 
the only way to protect this country was to start spying on a broad 
cross-section of Americans thought to be dangerous by someone some- 
where in the bureaucracy without legal authority, without definition, 
without any restraints and laws. Is that accurate? 

Mr. Alexander. There certainly was a feeling of that kind, Senator 
Itfondale. And this may well have been a cause, if not the cause, of such 
things as the Special Service Staff. Some perceived a need to accom- 
plish a particular result, fill a void in the law. a void in capability to 
enforce a law. And IRS is a convenient vehicle, in the eyes of some, 
to fill the void. If a law is absent that someone wishes were there, 
there is al wavs a tax la wx If the people were absent that someone wishes 
were there, there are always the tax people. 

Senator IMondale. All right. Xow do you agree with me that these 
tendencies of ill-defined counterintelligence activities, secretlv pur- 
sued. without legal restraints, constitute tendencies that could destroy 
American democraev. if unrestrained? 

Mr. Alexander. If unrestrained, yes. 

Senator Mondale. So this is a very serious and profound matter of 
continuing a vital, uninhibited democracy. 

Mr. Alexander. It is. 

The Chairman. Senator Mondale, may I just say at that point it 
has just been called to my attention, this is how the FBI greeted the 
IRS program we are discussing. I have a memorandum here that was 
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wi-itten by :Mr. Brennan, directed to Mr. Snllivan. in which he made 
the following comment as to the FBI's reaction [exhibit 2 ^]. “A con- 
centrated program of this natnre. if properly implemented, shonld 
deal a blow to dissident elements. This action is long overdue.” That 
just underscores the point that Senator Mondale made. The purpose 
had nothing to do with taxes. The purpose was to use a tax collecting 
agency to strike, in the words of Mr. Brennan, “a blow to dissident 
elements.” 

Senator Mondaue. Xow, happily, what we have here is a Commis- 
sioner — and I hear this from all sources — who once again believes in 
the law and resisting these kinds of pressures. But can you be sure that 
these pressures have, in fact, been frustrated completely under your 
administration, and is there anything to guarantee that it won’t hap- 
pen again ? 

Fundamentally. I guess what we are up against is this: If you have 
a President and people around who are paranoid enough to believe 
that we need this illegal, spooky capability of spying on the American 
jieople. how do agencies such as yours exi.stf How do you say no to 
a President ? 

Mr. Alexander. I would suppose with extreme difficulty and some 
trepidation. Luckily. I have not had to say no to a President because 
I have not been asked to do anything illegal and I won’t be by Presi- 
dent Ford. 

Now you asked several questions 

Senator ^Ioxdale. Let us just take President A and President B and 
Commissioner B 10 years from now. I don’t want to get into person- 
alities. but we have seen so much evidence of orders going down direct- 
ing subordinate commissioners and officials and the rest to do things 
that are illegal and very, veiy dangerous. I think one of the questions 
we have to answer, if possible, is how do you say no to that kind of 
pressure emanating from the "White House and from the highest offi- 
cials in American Government? 

!Mr. Alexander. You have to be ready to do what I have stated sev- 
eral times that I would do. And what I absolutely would do. If I were 
asked to do anything improper, I would refuse to do it. The requester 
then would have two choices. One. to agree with my refusal. The other, 
to remove me from office. Now, I don’t think that future commissioners 
should be subject to this particular difficulty. Particularly when a com- 
missioner is new in office, the commissioner may think of all the great 
things that he or she is going to achieve and be concerned about the 
ability to stand up to an improper request. I think future commis- 
sioners, as I have testified before, should have 5-year terms of office. 
Now you asked me whether I am sure that the attitudes and actions 
that we have been discussing this morning have pervaded the entire 
IRS. I am not. I wish I conld give that assurance, I cannot. 

Senator !Mondale. Thank you. Thank you. IMr. Chairman. 

The Chairman. Thank you. Senator INIondale. 

iSIr. Smothers. Mr. Chairman, Senator Goldwater has an opening 
statement and some questions [see questions, p. 101] he would like sub- 
mitted for the record. 

The Chairman. Without objection it is so ordered. 
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Statement op Senator Barry Goldwater 

Tlie Iiiternal Revenue Service receh’es more inforuiaiion from more i)eo])le 
aliout, more private affairs than any other aseney in the Thiited States 

And therefore, it has in its hand.s treniendoms power t<» harass and intimidate 
American citizens. 

It seems that nearly everyliody that files a tax return with the IRS can a.ssume 
that someone else will have access to it. Tax returns have .sliown up in tile hands 
of insurance adjttsters. private detectives, county clerk offices and even have been 
printed in newspaiiers. 

Even tliouffli leaks that allow the.se returns to he di.strilmted around may not 
be the fault of the Internal Revenue, the riftht of the taxpayer to iirivacy is heinis: 
eroded becau.se of it. In fact, the IRS is becoming a pulilic lending library of 
private information. 

Out of 81 million tax returns filed in 15)74. about 6b million were furnished to 
State aurhorities in 38 States. As surprising as the.se iiumhers sound, this is a 
routine practice and it would he jais.sihle for all 81 million returns to be availalde 
for insiiection if the remaining 12 States wanted them. 

These* return.s have been provided to State governments with little or no control 
over the information. And, this may account for speculation over the years that 
tax information has been relea.sed during statewide laditical campaigns. 

Even the jury jirocess has not been exempt from IRS meddling. .lurors' tax 
returns have been audited. 

Combine the i>ower of the IRS with modern computer technology and the door 
is oiten to wholesale abu.se of privacy and the humbling of proud and honest 
citizens. 

Our tax system is based upon voluntary cooiieration. That cooperation will 
erode and fade away, if the tmconcerued bureaucrat uses his mighty computer 
to harass our friends and neighbors. 

The Chairman. Thank you, Mr. Smothers. 

Senator Mathias is next. 

Senator ^Iathias. Thank you, Mr. Chairman. 

Commissioner. I tliink we oujrht to try and get the record in as 
accurate shape as we can here. When you abolished the SSS. had you 
become aware of the circumstances under which it was created? 

Ml'. Alexander. Xo; I was aware of some of tlie circumstances, but 
by no means aware of the circumstances as later developed and the 
details as later developed. 

Senator Mathias. Had you been told that ilr. Huston, who 
appeared earlier before this committee, had been critical of the IRS 
in June of 1969 because it was not beinjr active enough in investigating 
some of the organizations that were later investigated. 

Mr. Alexander. I think I heard something about the Huston plan, 
and of course Mr. Dean had testified. 

Senator Mathias. Of course, this interest on the part of Mr. Huston 
predated the Huston plan by several years. Were you also aware 
that the Senate Permanent Subcommittee on Investigations had 
expressed a great interest in the IRS files on activist organizations and 
had been very critical of the IRS because it was not doing enough in 
this area? 

Mr. Ale.xander. Yes ; I was generally aware of that. 

Senator 5Iathias. And that in fact the SSS was established on the 
very day that Mr. Green testified before the Senate Permanent Sub- 
committee on Investigations and after he had been roasted by the 
committee because the IRS hadn't really Ixien active enough. 

Mr. Alex.\ni>f,r. T think I learned that later. But I am quite con- 
cerned about pressures from all sides. 
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Senator Mathias. Well I tliiiik you ought to be concerned by pres- 
sure from all sides. I think the ivhole purpose of this effort that we 
are making now is to insulate the IRS and other agencies from those 
pressures. The pressures can come from the Congress. They did come 
from the Congress in 1909 as well as from the White House. And I 
think, in considering what we are going to recommend to the Senate 
and to the House in the way of remedial legislation, we ought to 
remember that Congress itself was contributing pressure in the wrong 
direction in 1968 and 1969. So we have to provide against mistakes 
that we and our successor will make, as well as against mistakes that 
future Presidents may make, in trying to put the IRS and other 
agencies to improper uses. 

There has been some conversation here this morning about inform- 
ants. And I wonder if you could tell us exactly how you use informants 
for intelligence purposes. Do you still pay them a bounty? 

Mr. Alexaxder. I would hesitate to use the word bounty, but section 
7623 of the Internal Revenue Code does provide for IRS paying for 
information that would aid the tax system. There are several types 
of infoianants. There are those who have grudges and want to do some- 
thing about tliem and have no idea of monetary reward. There are 
those who supply information in a particular instance and would not 
only like to sati.sfy whatever grudge they may have but would like to 
gain a reward as well. 

Senator IMathias. It is almost as sweet, not quite but almost as 
sweet, as a tax refund for youreelf if you can be sure your neighbor is 
paying as much as you are, is that not right? 

>Ir. Alexander. T suppose it would be. Sweetne.ss is, of course, in the 
eyes of the beholder. 

Senator IM.vthias. Bittersweet. 

Mr. Ai.exaxder. It may be bittersweet to the neighbor, but some are 
concerned not only about what tliey pay hut about what others pay. 
And the law does provide — altliough we do not make mass efforts to 
encourage informant.®— -for ]iayments for information of value in tax 
administration. And finally we get to the third type of informant. 
And that is the Sarah Jane Moore type, if I may use a name that has 
been in the papers lately, a paid informant, an informant regularly 
furnishing information to a law enforcement agency and regularly 
being paid for that information. 

This is, I am told, a ver^’ effective law enforcement technique and 
a technique very widely used. It is also a veiy dangerous technique 
and a technique that must he very carefully controlled. 

Senator M.athias. That brings me to the question of control. Is this 
controlled in accordance with a centralized system or does each 
regional office, ai-ea office, control the infonnants, set up the standard 
of payments, and generallv set out the program? 

Mr. Alexander. This last type of informant, the confidential in- 
formant seeking payment, frequently on a reasonably regular basis, 
for information furnished to ns, is now controlled in the national 
office. Mr. Wolfe controls this. IVe have instituted tight controls in the 
IRS. lYe did not have these controls before. Senator Mathias, and this 
has accounted for some of our problems. 

Senator Mathias. It was ver\- decentralized in the past? 
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Mr. Alexander. IVell, decentralized if you will, uncontrolled if 
you will. I am not certain that the question of control is governed by 
centralization vereus decentralization. We operate on a decentralized' 
basis as, indeed, we think we must. Our job is largely tax adminis- 
tration, so we are unlike law enforcement agencies whose jobs are 
strictly law enforcement. Law enforcement is ancillary to our major 
job. Our major job, as we see it. can best be performed free of political 
influences, performed objectively and efficiently, on a decentralized 
basis. And we have had the same general relationships, the same gen- 
eral system since, 1952. 

Lan’ enforcement activities arc also decentralized with certain ex- 
ceptions. The narcotics program, for example, was controlled out of 
our national office. So, it was centralized rather than decentralized. 
That program was not a good program for the lES. and we have dis- 
continued it as such. 

Senator Mathias. I think you should. It was a wise move to dis- 
continue it because this whole area, the use of informants, is, it seems 
to me. a very dangerous kind of area to operate in. and one that has 
side effects that can be very dangerous, far more dangerous than the 
information that an informant may produce. 

Let me ask you this: In your year or two as Commissioner, have 
you ever been faced with a decision in this area of investigation, this 
area of intelligence, the area of confidentiality of returns, in which 
you were puzzled as to know what was the right thing to do, what 
was the right decision for you to make; and that you had recourse 
to the law and could not find the answer or any guidance as to what 
was right ? 

Mr. Alexaxder. Yes. There have been some tough calls. 

Senator Mathias. Could you tell this committee, either now or 
perhaps you might like to submit it later in a memorandum, what 
some of those areas of decision are in which you felt the law did 
not give you the proper support, the proper guidance; which you 
felt the Congress had neglected to provide statutory guidelines for 
the proper conduct of the IRS? 

Mr. Alexander. I would like to think about that question, Sena- 
tor Mathias. It seems to me generally that the law as it exists today 
provides the mechanism for proper and effective law enforcement, 
and at the same time, for responsible and responsive law enforce- 
ment. One of our problems in the IRS has been that in certain iso- 
lated instances the controls that then existed were not respected, or 
controls were lacking. 

We are attempting at this time, and have been attempting this 
year, to institute new and considerably stricter controls in a number 
of areas, particularly the one that concerns you and concerns us, con- 
fidential informants. Now the institution of controls, strict controls, 
where controls did not previously exist, is a disturbing, unsettled 
thing to people. And the reaction of certain of those people has been 
very clear in the media this last weekend. 

We also, the Chief Counsel and I, are reviewing and have revised 
a prior policy of the service toward illegal evidence ; we do not be- 
lieve that we have any business using it. This is unsettling and dis- 
turbing to some. 
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Senator Mathias. I thank you. Commissioner. I think I would, for 
one. value any thou»;hts you have in order to expand on this thing. 
I think you should impose controls, even in the absence of statutory 
direction. But I do not think the Congress can pass the buck to you, and 
I do not think it is a discharge of our responsibility for the Congress 
to pass the buck to you, to take all of the heat on the proper regula- 
tion of other agencies. It might work for Commissioner Alexander. 
It might not work with another commissioner, some years hence. 

The Congress has a duty to perform and I do not think we can lay 
it all on your shoulders. 

Mr. Alexander. I am grateful to you for that statement. 

The Chairman. IVe certainly cannot. 

Senator Huddleston ? 

Senator IIlddleston. Thank you, Mr. Chairman. 

I think that we could agree with the .statements that have been 
expressed by Senator Mathias, that certainly the IKS is not totally 
at fault with whatever abuses may have occurred. However. I think 
we have to accept the fact that the IRS does probably gather more 
information on more Americans tlian any other agency. Certainly it 
is a very important aspect of this committee's work in achieving its 
objective. Probably more than any other agency, it, like Caesar’s wife, 
ought to be above reproach. It is the one area of law enforcement 
where the fundamental right of a citizen to be considered innocent 
until proven guilty is reversed. He generally is considered guilty until 
he can prove him^lf innocent when a charge is brought. 

So I do not think that we can stress too much the necessity for a 
high caliber operation of great integrity when we talk about the IRS. 

And that brings me to exploring a little further another area that 
Senator Mathias was touching upon, and that is the use of inform- 
ants — whether or not this might cause some substantial infringement 
upon citizens’ rights, the rights of privacy and other constitutional 
rights. I recall, for instance, the operation in Miami that is gener- 
ally referred to as Operation Leprauchaun where a special agent 
there had a number of informants working under him. Those in- 
formants also had informants working under them that the special 
agent did not even know. He certainly could not be aware of the total 
types of operations that they were engaged in, in order to get the in- 
formation. They talked about it on various occasions. At one time a 
woman informant suggested to the agent that she could use her sexual 
prowess in order to secure certain information. He maintains that he 
did not suggest to her that she should do this. But at the same time, he 
did not suggest that she not do this. She could use whatever means that 
she might want to emplo}’. Xow it seems to me that if an informant 
that is directed by an agent and paid by the Federal Government 
becomes an agent of the Government, an arm of the IRS, and to 
whatever extent they abridge rights and freedoms, then the IRS is 
abridging rights and freedoms. 

And I do not know how you can operate without more control than 
was demonstrated by the operation, for instance, in Miami; when an 
agent does not even know who the informants are, where there at least 
appeared to be regular payments rather than payments just for specific 
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information. Now ’wLnt iias iiren ft<,nr and is i!fin<i' doiiL- now to im- 
prove tiiat kind of situation ? 

Mr. Alja'amikk. Senator Huddleston, we Juive insiiruied new con- 
tnils on payments to eontidential infonnanf.- ami on suoli matters a.s 
Operation Leprediann — and Operation Le[)recbann is not tyjiieal of 
the way the TRS iroes aliout its tnisiness or went aliont its husiness. 

Senator flrnDi.RSTo.x. Jint tlm use of informants is not unusual. 

Mr. Ai.kxaxder. Ti showed a lack of control and we lia’ie instituted 
new controls. ^Y(^ have called for the hi<rhest level of review of the 
use of eontidential inforniants. M'e are reviewing the controls that 
other tigeneie.s have lieen using foi- some time with lespeet to confi- 
dential informants. And. strangely enough, a suit was hronglit against 
me for trying to lind out tii what e.vtent we were using confidential 
inforiiuints and lo wliat extent we were paying them and for what 
purposes. This suit has since lieeii dismissed. 

Now. Mr. IVolfiu our .Assistant Conimissiouer for ( 'ompliance. can 
respond in more detail than I ahout the controls that we now have in 
place and I wish he would supplement my answer 

Mr. 'Woia K. Senator Hndclleston. what we have done i.' to cancel the 
authority of anyl.ody in the tield to ])ay a confidentia! informant. Any 
payments to any . onlidential iuformuiit iiiu.st he personally approved 
lay me w itli full details of what information we ai'c paying for, signed 
personally by the Regional (Aammissiouer of the region from which 
the request comes. Fnrlhe.rmoie. our instructions are now that we v;ill 
only pay for information. MT Mill not permit our peo])le to take an 
informant and direct what that informanr is to do. If that informant 
has information of tax significance — and 1 stress that, of tax sig- 
nificance— -then the field is jiermitied to come to my office with the re- 
quest that it be permitted to pay for that information. Only then will 
I apprm e any payment for any information. 

Senator HfDDLKSTO.v. Do you make any effort to determine ■what 
method might be used hy that informam to secure that information? 

Mr. 'Wolfe. Our in.stnictions ai.so provide tliat iic informant is to 
obtain information illegally. Now. the ii.se of informants, as you have 
so well pointed out, can he (langeroiis. MT do uov always know when we 
are getting infounatioii exactly liow i( has heeu ohialne<l. "We do ask 
our people to try to deteniiirie any time an informant ha.s informa- 
tion — yon are not always sure, nor can yon be .stuo. Itecause you don’t 
know whether he will tell you the trnrh or nut -wiiethei' this infor- 
mation Ava.s legally obtained. 

So we do ask onr jieople to make rea.sonahle iinpiiry. but wc do that 
particularly to see M'hethei it \iolates the iight.s of the taxpayer 
involved. 

Senator Huddlesto.v. That is a depaifure from the pre-\ious policy. 

Air. Alex imier. It certainly is. 

Senator HimnLEsTox. Xow, in ibis matter of infonnatioii that you 
trMU' to othei ageneic.s for « hieh I understand voii really do not have 
ninch discietion. The statute .sets up the provision for that under 
regulations issued by the President. Is that eorrect? 

Air. Alexander. That is correct. 
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SeTiator ITtjddi,estox. But it doon indicate rliatlho FBI. for instance, 
when reqnestinfr information, sliould be specific as to what the purpose 
is. fs that eoi-rect t 

Mr. Ale\'axi>er. Yes. 

Senato]' Ht'uule.sto.v. 'riie fact i.s they liave not been specific. 

Mi. Alf.xaxdki!. Yes: the specificity is not as <;:reat as it mio-ht be. 

Senator HroDi.r:sTox. As a matter of fact, on the requests tiiat were 
triven at Ica^^t pi’ior to April of this year, when I understand new 
rejrufations went into effect, it woidd be t iitually impossible for you 
or any Commis.sioner to determine from the request by. for instance, 
th(‘ FBI. whetlier or not it did comply. 

Mr. Alexaxuei!. Y’es; that is a fair statement. T centralized these 
reipiests in my office liecau.'^e we don't want any tax information going 
from the baclr door to anylxrdy else, other agencies or the IVliite House, 
et cetera. But it is rery difficult to do more than just look at the face of 
the request. And if you see a name on the lequest that happens to be 
a very likely political opjronent of the person making the recpiesf, then 
tliat natui ally arou.ses curiosity, and that re(]uest does not go anywhere 
until we are certain it's proper. 

Senator Huudlestox. But. in other words, when you supplied the 
FBI witli a list, for instance, of contributors to a certain civil rights 
organization, yon had no knowledge that they might have at the time 
proposed to take that list of contributors to contrive a fraudulent 
letter with the signature of the indi\ idual head of this organization on 
stationery that they had secured surreptitiously from this organiza- 
tion. and mail out a letter to that list of contributors designed to dis- 
courage them from further contriiiutions. further participation? 

Ylr. Alfa'axdrr. Absolutely none. IVe have no knowledge of that. 

Senator Huddle.stox. If you thotight that action was going to 
happen, what would your reaction have been to releasing that list ? 

Mr. AnFA'AxnER. Well, in the bureaticrac}-, the last one to sign off 
generally has the upper hand, all things considered. So. I have an 
idea that a request like that would find its way to the bottom of the 
pile and have great difficulty in emerging to the top. 

Senator Hunm.ESTOx. But it is a possibility? It was a suggestion on 
the part of a respon.sible member of the other agency, a strong enough 
sugge.stion. in fact, to be put into widting as a recommendation that 
this be done, a memo fexhibit 8 '] of which we happen to ha\-e in the 
possession of the committee. 

Ylr. Alexaxuer. The law needs tightening up. Senator Huddleston, 
badly. 

IVe need two things. We need good laws, and we need good people. 

Senator Httddlestox. Mr. Alexander, a number of methods were 
used by the IRS to try to pinpoint areas where tax eva.sion is a way of 
life, a normal thing, and something that ought to be checked. This en- 
ables your agency to pick- out groups and do a broad-based 
investigation. 

Foi- instance, in one disti'ict. at least, there was an effort made to 
cbeck the five top-elected officials in every county, just as a routine 
thing, even though there was no indication that there had been any 
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kind of corruption, any kind of tax evasion there. Another group went 
to a fight of the world heavyweight champion. iNIohammed Ali — who, 

I am glad to say is still the world heavyweight champ — in Atlanta, Ga.. 
and took down the license numbers of all of those who attended, and 
conducted a survey of their returns. We have already mentioned the 
ideological groups that have been routinely checked. 

First of all, among these kinds of checks, what is the percentage of 
returns of those individuals that are actually checked f 

Mr. Alexander. That are actually checked in this kind of thing? 

Senator Huddleston. Right. After they have been spotlighted or 
pinpointed. 

Mr. Alexander. I dond know. 

Senator Huddleston. Would it be 50 percent ? We have heard evi- 
dence that perhaps 50 percent of them would actually be checked. 

Mr. Alexander. I’m going to ask Mr. Bates or Mr. Wolfe or Mr. 
Williams whether they know. I will dig that out and, to the extent 
we have anything. Senator, I will supply it for the record. 

But I would like to comment on this method of using our resources. 
I think checking license plates is an ineffective way to use resources. 

Senator Huddleston. They checked go-go dancers, incidentally, too. 

Mr. Alexander. Go-go dancers? I didn't know there was a special 
concern as to go-go dancers. Perhaps we found tax evasion among that 
group. 

But this sort of thing is not the best way to use our people and our 
money and our powers. It may be fun and games to the person 

Senator Huddleston. It might be a little bit more serious than fun 
and games. 

Mr. Alexander. I agree with you. Some may consider it fun and 
games ; I consider it ver\’ serious. We have a protiiem not only of sound 
and effective and proper use of resources, but we have a problem of 
living up to the Caesar’s wife stricture that people should expect from 
an agency with the vast powers, people, and information that we have. 

Senator Huddleston. The fact is that if our figures are right, some 
50 percent of people who are targeted like this have their returns in- 
spected. That means, for those who happen to get on the list because 
somebody disagrees with them at the White House or the FBI, chances 
are 25 times better than for the normal citizen that his tax returns will 
be audited. And he will be at least harassed to that extent by the Fed- 
eral agency. 

And, to go one step further, when you roll all of this together — the 
ideological effort, the blanket provisions of picking out politicians, 
office-holders or whatever — what has to emerge is an agency here that 
has a great propensity and a great ability to conduct a very strong, 
thought-policing effort in this country. I think this is where the dan- 
gers lie, in the misuse of the kind of power that resides in the IRS. 

Thank you, Mr. Chairman. 

The Chairman. Thank you very much. Senator. 

Our next member to question is Senator Schweiker. 

Senator Schweiker. Thank you, Mr. Chairman. 

Commissioner Alexander, you have thrown this committee off bal- 
ance a bit and to some extent caused us some difficulty, because the 
usual scenario that this committee follows is, first, we have to fight 
tooth and nail to get any document we can place our hands on. Sec- 
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ond, M e are told M'e do not have a rijyht to see the documents anyM-ay. 
Tliird, M’e liaye a bottleneck, that the staff is not available to provide 
us Muth that information, and M’e have to M’ait a couple more weeks 
to bring some staffers in. Xext, they argue that under the Constitution, 
the Bill of Rights really does not cover the points that Me are trying 
to raise in their te.stimony. After that, they insist that no abuses 
existed ; but M’hatever occurred, they stopped doing several years ago. 

And M’liere you throw us off balance is, you sort of reversed that 
scenario all along the way and made it a little bit more difficult for us 
to operate, because you have given us documents right from the start. 
Even over this M’eekend, I understand there M'eresome 50 people work- 
ing in your offices to give us information for these hearings. 

In addition, you are telling us M’hat the Rill of Rights means, in- 
stead of our telling you. M’hich is a very pleasant change of pace. And 
also, you acknowledge that abuses have existed, and, I think more im- 
pressive than that, your record, beginning in 1973, began with correct- 
ing some of those abuses, M’hicli no doubt has gotten you into some of 
the controversy that you have gotten into. 

So it is just a pleasant surprise to run into these kinds of scenarios 
instead of the kind M’e are used to. And, I think, to keep the record 
straight and to be objective, our committee should also make that a 
matter of record. 

I M’ould like, Commissioner, to go into a couple of things that were 
happening before you came into office. One of them that disturbed me 
particularly — which, again, your office very helpfully supplied infor- 
mation on — was a project called Operation ^lercury, where, in essence, 
any individual who submitted a money order for over $1,000 through 
Western Union, their name M’as given over, as well as any person who 
submitted a money order over $5,000 in the 1969 to 1972 time frame. 
As I understand, the result M’as that anyone who submitted an order, 
particularly over $5,000, probably had his tax status looked into in 
some degree. 

Would that be a fair sum-up, or maybe you can elaborate anything 
you knoM’ about it, even though I knoM’ it was before your time. 

Mr. Alexaxder. I think that is a fair summary of that project, as I 
understand it. And I don’t have a high regard for that project for two 
reasons. 

The first goes to the utilization of resources. This sort of dragnet 
approach M’ould seem questionable at best. A second goes to the prob- 
lem that Mr. Wolfe and I have been discussing with you this morning, 
and that is the question of illegal, or illegally acquired or improperly 
acquired, evidence. 

Senator Schm^eiker. And one other project that I would just par- 
ticularly like to cite — and this goes back probably into the late 1960’s 
time frame. The CIA gave the IRS names of individuals who recently 
traveled to Vietnam, the implication being that their tax returns 
M’ould be audited. 

I wonder if you could tell us what your present policy is in this 
area at all. not necessarily Vietnam, but that kind of technique or any- 
thing else you might want to say. 

Mr. Alexaxder. That technique isn’t a good technique. People 
slioidd be audited and selected for audit on an objective basis without 
regard to their travel. If they attempted to deduct the cost of goingto 
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Vietnam, then we would be interested in exainininp: the validity of that 
claim. But we are not interested in examinine: people because of their 
views with respect to Vietnam or anything: else. 

Senator Schwkikkk. Commissioner, one of the most frifrhtenino: as- 
pects. I think, of the awesome power that your department has. we 
have touched on in a number of our questions. We have actually seen 
it abused. We are froinpr to come back with a number of hearinirs on 
that with the FBI and their COINTELPRO activities. xVpain. this is 
somethin<r precedin';- you. 

But T think the larger question i.s bow to keep political influence and 
political purposes out of any IRS actions or audits. I know this is 
youi- concern, too. and T raise the question as to what, legislatively, we 
mi;rht do to back up a Commissioner like yourself who wants to lay 
tlown policies that mijrht chancre when a new administration or a new 
Commissioner comes in. Do you have any sujrjrcstions that we mijrht 
hear to keep aspects of political life out of theTRS system, and what 
you have been doiufr to do that. 

Wr. Ai.ex.vxder. Qjie sujrffestion is that of a o-year term for future 
Commissioners. Another suggestion is continual, constructive over- 
sight over the IRS and other agencies having broad powers like ours. 
Tax enforcement is too important to leave to the enforcei-s. 

What we have been doing is not only attempting to in.=titute new 
controls, not only attempting to dispose of aberrations in the tax sys- 
tem as we find them, such as the Special Service Staff, and to prevent 
aberrations from happeninff in the future, but to open up the process 
by providing our manual, that tells what we do and how we do it. and 
making everything about our organization open to the public, so that 
all will have access to information that thev need to have, and so that 
the creation of a Special Service Staff’ would come to light when it was 
created, unless .some future Commissioner decided to close the process. 
And no future Commissioner should be permitted to close the process. 

Senator ScmTOiKER. Following up the awesome power that yon 
have with the information that comes to yonr attention, power that is 
provided to you and no other Government agency, one of the concerns 
I have — and I know it is a difficult area, because you have to strike 
some kind of a balance — is the relationships you would logically and 
rightfullv have with States and municipalities on exchanging infor- 
mation. You call this a tax treaty with the States. 

And I want to make it clear that my question does not implv that 
States and municipalities should not have proper access to informa- 
tion. But it just strikes me that if we go to great lengths in your De- 
partment and in your area, even with new laws, we still have a tre- 
mendous area here that, to some extent, is a back-door problem, 
whereby a State unit, politically, or even a city unit, politically, would 
want to make use of this material in a political or adverse way to your 
instructions. What advice can you give this committee about legisla- 
tion to somehow regidate that, without denying the State tax func- 
tions and city tax functions rightfifl use of this information, because 
here is a wide-open barn door that you really have not dealt with 
either. 

Mr. Aeexaxder. As you point out. we have a balancing of competing 
interests. First, the interests that all of us have in effective State tax 



25 


administration ; and second, the interests that all of ns have in pre- 
serving- taxpayer privacy and in preventing abuse of pover. 

Secretary Simon has sent to the Speaker of the House a recom- 
niendation for a ne^Y law to replace the current law with respect to 
disclosure of tax information. That new law will govern our future 
relationships with the States. It will tighten up on present law. in that 
Federal tax information would not be supplied to local governmental 
units for tax administration purposes. We think, in striking a proper 
balance, the place to stop is the States. 

In the meantime, we are tightening up administratively by review- 
ing our agreements with the various States. 48 in all. and by imposing 
new restrictions on them with respect to their use of information, new 
requirements on them to safeguard information, and new rights in the 
IRS to terminate the agreement immediately if the States don’t live up 
to their obligations. 

Senator Schwf.iker. iMight there be some way of having — and 
maybe you do; I do not know — having some kind of inspector general 
or ombudsman that might just be assigned to soit of freelance around 
your whole structin-e to look out for this? Maybe there is a more 
formal thing. I do not know. 

Mr. Ai.f.x.vxokr. IVe have that now. Senator Schweiker. Mr. Bates is 
in charge of oui- Inspection Sendee, and Inspection reports directly 
to the Deputy Commissioner, Mr. Williams, and to me. And their 
duty is to freelance around, to look around, to see what we are doing 
and how we are doing it. And thev have reviewed the veiy problem 
we wei-e just discussing about disclosure of tax return information to 
State tax authorities and local tax authorities, and the use by them of 
this information, and the safeguards that they have instituted or failed 
to institute. So they have been looking into this very area. Inspection 
is a vitally important part of tax administration. 

.Senator .Schweiker. Thank you. 

That is all the questions. Mr. Chairman. 

The CiiATmu.Axr. Thank von. Senator Schweiker. Senator Morgan. 

Senator Morgax. Mr. Commissioner. I want to join in with the 
comments of my colleagues, and especially those of .Senator Mondale, 
in complimenting a'ou for trying to administer your department, 
while at the same time living within the law. 

I think one of the things that this committee, if I may say so, is 
involved in is not onlv the abuse of power, but also the actual violations 
of law that ai-e being carried on by agencies of Government. And T 
do not know how we can talk about curbing increasing crime, how we 
can talk about generating more respect for law. when we ourselves 
violate it. 

So I commend you for what you are doinar. And while I do not know 
the facts in the most recent case for which you have come, under 
criticism. I certainly again compliment you on the position you have 
taken publicly with regard to using proper law enforcement methods 
and teclmioues. I know it is not an easv position to take. I had difficulty 
in the same ai'ea with people who were working for me when I wa.s 
ti vimr to administer the laws of the State of Xorth Carolina. 

IVe were talkin.<r about intelligence ir.athering in this committee’s 
work. And it seems to me that you have probably got more confidential 
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information on individuals and their finances than any other agency 
in Government. Do you agree with that? 

Mr. Alexander. Well, I surely hope so. If another agencv has more 
than we have, they have no business having it. 

Senator IMorgax. And of course, most of this information is sub- 
mitted to your department voluntarily by the citizens of this country 
who willingly, as a general rule, trj’ to uphold the tax laws. 

Mr. Alexander. That is correct. 

Senator Morgan. And I think, as jmu have pointed out previously, 
Mr. Commissioner, if the taxpayers of this country ever conclude that 
this information is being misused, I think you may have substantial 
difficulty enforcing these laws. 

Mr. Alexander. We would. 

Senator Morgan. But now, in addition to this information that is 
submitted to you voluntarily, you have certain powers that have been 
granted to the revenue department, the Internal Revenue Service, to 
gather information that other law enforcement agencies do not have. 
Is that not true ? 

Mr. Alexander. That is correct, Senator Morgan. 

Senator Morgan. Such as — could you give us an illustration? 

!Mr. Alexander. Such as one which I mentioned earlier, the right 
by administrative summons to call on a third party to give us infor- 
mation with respect to a taxpayer; the issuance, of course, of an 
administrative summons to a taxpayer; the right, with limitations 
that we have imposed administratively, to issue a John Doe summons, 
a summons issued not with respect to the liability of a named person, 
but in an effort to get us to first base where we believe that there has 
been a taxable event but we do not know the identity of the particular 
taxpayer. 

We also have other rights, more in the enforcement area than in 
the area of acquiring information. I have touched on those earlier: 
terminations of taxable years, levies, and seizures. 

Senator Morgan. In other words, to give an illustration that is 
easily understood, you can go down to my bank, or any taxpayer’s 
bank, and find out about my account, can you not ? 

Mr. Alexander. We can, and we need to do that.. We need to have 
that power. But we need to understand that a power of this nature 
can lead to misuse or abuse or excess. 

Senator Morgan. You need the power, but it was given to you for 
the purpose of enforcing the tax laws of this Nation, was it not? 

Mr. Alexander. That is correct. 

Senator Morgan. It was not given to you for the purpose of stifling 
dissent, was it ? 

Mr. Alexander. That is correct ; it certainly was not. 

Senator Morgan. It was not to be used for the purpose of harass- 
ing the steel manufacturers? 

Mr. Alexander. That is correct. 

Senator Morgan. It was not given to you for the power of enforc- 
ing the drug laws of this country either? 

Air. Alexander. That is correct. 

Senator IMorgan. Then how can anvone justify — I know you do 
not — but what is the rationale behind those who try to use these 
powers for purposes for other than which they were given ? 
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Mr. Alexander. People perceive a need. They perceive in their own 
minds a great need. Perhaps they perceive a void in the law in certain 
areas or perhaps in the capability of enforcing a law. Perhaps law 
enforcement people are i.ot there. The people are being used in other 
ways; perhaps one couldn’t persuade the FBI to divert itself from 
things that the Attorney General called “always foolish and some- 
times outrageous.” 

So IRS, then, may be considered by those people to be a convenient 
vehicle for filling a void that they have discovered; the use of the 
tax laws to achieve this perceived good, such as depriving narcotics 
traffickers of cash, for example, is not surprising, because narcotics 
traffickers would not be at the top of our list, I would say — if we had 
one — of people who come forward to comply with the tax laws. 

Senator Morgan. In other words, to put it more simply, in the minds 
of many well-meaning, well-intended public officials, the end justifies 
the means. 

Mr. Alexander. Yes. 

Senator IMorgan. Now, and to do this, you have probably the larg- 
est intelligence-gathering organization. You have about 14,000 investi- 
gators and 2.500 special agents. 

Mr. Alexander. Well, those 14,000— actually, it’s about 15,000— 
are revenue agents, and they are not criminal investigators. But we 
do have a large investigative force in the broad sense of the term. We 
have about 2,700 special agents, and our people are good. 

Senator ^Iorgan. And so, because of these rather unusual laws 
which grant to the IRS special powers which are not normally given, 
and could not be given, to law enforcement agencies, and because of 
this vast reservoir of manpower, it is quite often tempting for others 
to look to your department for assistance in carrying out what they 
perceive to be worthwhile objectives. 

l\Ir. Alexander. It certainly has been tempting, and they would 
like to enlist us as foot soldiers in the wars against whomever they 
choose to do battle. 

Senator Morgan. I wish to say to you, Mr. Commissioner, and to 
others, that I think this pattern is not something that came about in 
recent years. As long as I have been a lawyer. I have been concerned 
about what I consider to be this pattern of abuse, or misuse, of our 
tax laws. For instance, as you may have pointed out, you have the right 
to make a jeopardy assessment and to take a person’s property into 
possession without affording that individual any of the due process 
remedies that we now use. 

Mr. Alexander. That is a peremptory right. That person can chal- 
lenge only the good faith of our action. 

Senator Morgan. Xow. a good examnle of that would be 1971, I 
believe, when the Prpsident. in his well-meaning and well-intended 
action, ordered the IRS to cooperate with law enforcement officers in 
drug enforcement, didn’t he? 

Mr. Atexander. That is correct. 

Senator Morgan. And the purpose of it being that, if the law en- 
forcement officers were not able to make a case against someone that 
they suspected of being involved in a crime, then they would call on 
you to come in and make a ieopardy assessment, or exercise these 
extraordinary powers that you have. 
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Mr. Alexax)>ep. Pjr. r.oi ^,iu-e it t.orked that way. bnt I will state 
tliat the narcotics itroeram, which has been terminated, was. in my 
judizment. not a sound use of IRS’s resources. And. in some instances, 
it was not a sound nse or proper use of IRS’s powers. 

Senator IMougax. IVell. I can tell you of a personal e.xperience. Mr. 
Commissioner, somewhat similar lo yonr own. As attornej' general — 
as tlie committee has heard me say before — the State Bureau of Investi- 
gation was under my charge. And I had the finest and most enlightened 
director that I think you would find anywhere. But he was so intent 
on doing something about the drug traffic — and it was such an emo- 
tional thing — that if he could not make out a case, then he would 
turn to you people and you would seize the money or the automobile. 
And I found out about it. and then he and I had some rather — not 
heated exchanges — ^but it was a position that was just as hard for me to 
defend publicly because of emotion as it is for you to defend your 
position. I think that's another reason why we need strong men in 
po.sifions where tliey aie called upon to exercise extraordinary power. 

Mr. Commi.ssione'r. my time is uj): I would like to pursue this much 
further, and I hope that after we go into the COIXTELPRO activities 
that then we will be able to come back and put our fingers on some 
illustrative cases so that the American people can fully comprehend 
how dangerous it can be for the people of this country for your power 
to be abused and misused. 

Thank you, Mr. Chairman. 

The Chairmax. Thank \ ou. Senator IMorgan. 

I would like to follow up on Senator Morgan’s remark by giving a 
concrete illustration. This comes from an internal memorandum of the 
CIA [exhibit 4 ^], and it had to do with the CIA’s request to the IRS 
to do an audit on the magazine “Ramparts.” And I read the memoran- 
dum which relates to the conversations l>et\veen the CIA and the IRS 
working out this arrangement. 

Tlie CIA agent who writes the memorandum writes the following: 
“I told them of the information and rumors we have heard’’ — “them”, 
being the IRS — “about ‘Ramparts’ proimsed expose wit’n particular 
reference to the I".S. Xational Students Association."' Xow that, you 
will remember, was the as.sociation that the CIA was heavily involved 
in, and helped to finance. When that was exposed. I am told that the 
CIA then, after removing its connection from the organization, urged 
the IRS to no longer give it tax-exempt status. 

Reading on from the memorandum. “I imjiressed upon them the 
Director’s” — this wotdd l>e Director TIelms — “the Director's concern 
and expressed onr certainty that this is an attack on CIA in particular, 
and the administration in general.” 

Reading from the next page of the memo : 

I suggested that the corporate tax return.s ot “Ramparts” be examined, and 
that any lead.s to po.ssihle financial .supporters he followed up by an examination 
of their individual tax returns. It is unlikely that such an examination will de- 
velop much worthwhile infonna cion as to the magazine’s source of financial sup- 
port. but it is possible that some leads will be evident. The returns can be called 
in for review by the As.sistant Comniis.sioner for Compliance without causing 
any particular notice in the re.sjiective IRS Districts. The proposed examination 
would lie made liy Mr. Green who would advise me if there apjieared to be any 
information on the returns worth following up. 


See p. 46. 
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Now I can't imagine a more clear-cut case of the CIA attempting to 
use the IKS for the purpose of getting a magazine that proposed to 
expose activities that the CIA wanted to conceal, or a more threaten- 
ing use of governmental power to undermine the freedom of the press 
in this countiy. 

The question I have to ask you. Mr. Commissioner, is, is it legal for 
the IRS to examine individual tax returns, or organizational tax re- 
turns. and then sup]3ly the informatio!i it obtains to the CIA or to the 
FBI for purposes unrelated to tax collection? 

Jkir. Alexander. Two points. Number one. the IRS has no business 
engaging in the use of its processes to harass people, to harass so-called 
enemies of any kind, the magazine you mentioned or anyone else. 

Number two, the Director of the CIA can ask the IRS for informa- 
tion in connection with a matter officially before the Director, and the 
IRS would have a responsibility, under pre.sent law, to supply that 
information. 

The Chairman. Do you know how a magazine publishing in this 
country, operating under the protective umbrella of the first amend- 
ment to the Constitution, could be officially a matter of concern, or be 
officially before the Director of CIA, for the purpose of entitling the 
agency 'to obtain the assistance of the IRS to do audits of its accounts ? 

Mr. Alexander. No, I don’t. But the one best capable of answering 
that would be the Director of the CIA. 

The Chairman. I think we will have Mr. Helms back again and 
again and again. 

These are the lists that we arc referring to today — 3.000 organiza- 
tions appeared on the Special Services Staff list for audits, and 8,000 
U.S. citizens. It is our understauding that about half of the names, 
organizational and individual names, came to the IRS and were in- 
cluded on the list at the request of the FBI. 

The point that I made earlier I would like to make again at this 
time. It is established by the evidence that even the names of indi- 
viduals and organizations that were connected with the war protest 
movement, or might have had some connection with the problem of 
violence at that time, were not a proper use of the tax-collecting power. 

I shall ask the committee to release the lists in their entirety ; time 
does not permit that now. When you look at these lists you will see how 
far afield they went even of the official purpose that, under the memo- 
randum to which we have referred, they were supposed to be put. For 
example, here are some groups that I have taken from the list since I 
have been able to move through it this morning, in addition to those 
that I gave at the commencement of the hearing, groups that are 
well known to all of us, that appear on this list for purposes of having 
their tax returns audited. And it is ver^- difficult to find any possible 
justification for such church groups as the American Jewish Com- 
inittee. the American Jewish Congress, the Associated Catholic Chari- 
ties, the Baptist Foundation of America, the B’nai B’rith Antidefa- 
mation league, or such Government institutions, if you please, as the 
U.S. Civil Rights Commission, or .such profe.ssional associations as the 
American Law Institute and the Legal Aid Society. Or such political 
organizations as Americans for Democratic Action. 

And, yes, on the other side of the spectrum as well, the Liberty 
Ixibby. the John Birch Society, and the United Republicans of Amer- 
ica. Or such citizens associations as Common Cause, the Legal Aid 
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Society, the Committee for a Sane Nuclear Policy, the National Educa- 
tion Association, the Women’s Liberation Movement. 

Somehow, the Women’s Liberation Movement is on all of the lists. 
The Fund for the Republic, such foundations as the Carnegie Foun- 
dation, and such publications, magazines and newspapers in this coun- 
try as “Human Events”, “Playboy”, “Commonweal”, “Rolling Stone”, 
“The National Observer”, “The New York Review of Books”, and 
“The Washington Monthly”. 

I just think that going down the list and pointing out how far afield 
the IRS was tasked to go, demonstrates the tremendous dangers to our 
privacy and to our liberty that are implicit in this kind of under- 
taking. We fought the Revolutionary War over a problem of taxation, 
and we had better make certain in the future that the IRS attends to 
collect taxes, and doesn’t become the instrument for the harass- 
ment of other organizations and other citizens in this country, in con- 
nection with which, or with whom, there are no questions of tax 
liability. 

Senator Schweiker has a question. 

Senator Schweikeb. I do have one question for the Commissioner. 

I realize again, Mr. Commissioner, this is before your time frame ; 
maybe you could shed a little light. It has to do with another memo 
called “Tax Protest Movement” and a tax protest list, and it is dated 
December 6, 1972, to District Director, St. Louis District, from Intelli- 
gence Division [exhibit 5 ^]. 

It says : 

Attached herewith, for your information, is a copy of a list of various members 
involved in the tax protest movement. These individuals have been identified 
through investigations conducted in the San Francisco District relative to various 
tax protest groups. It is believed that some members of these groups are capable 
of violence against IRS personnel. 

And going through the list of names, the name that obviously comes 
to attention first is Senator Joseph Montoya of New Mexico. I wonder, 
is there any light you can shed as to why you think Senator Montoya 
is violent, or is on a tax protest list ? Can you help enlighten us how 
this got through the system? 

Mr. ALEXAxnEB. I’m afraid I can’t help very much because I can’t 
put myself in the place of the author of that list. The only connection 
that I can think of immediately is that Senator Montoya is, after all, 
the Chairman of the IRS Appropriations Subcommittee, and some- 
one might have thought that he did violence to our appropriation. I 
can’t think of anything else. I think that points up the absurdity of 
some of the lengths to which a few people have gone. 

Senator Schweikeb. Thank you. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. Senator. 

Senator Mondale ? 

Senator Moxdale. Commissioner Alexander, in response to the 
chairman’s question about the CIA inquiry about the tax status of the 
Ramparts magazine reporter who might be about to disclose CIA 
funding of the National Student Association. I thought I heard you 
say, in your opinion, it is still your duty under the law, should the 
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Director of the CIA request access to information, to turn it over to 
him ? 

Mr. Alexander. It is. 

The head of an agency- 

Senatoi’ Moxdale. In other words, this could still happen today ? 

Mr. Alexander. It could. The Director of the CIA is the head of 
an agency, and under these presidentially approved regulations, under 
present law, the head of an agency can call on the IRS to furnish tax 
information with respect to a matter officially before him. It would 
be difficult for IRS to question the Director of the CIA as to what’s 
officially before him. 

Senator Mondale. So, if you had a Director who wanted to do the 
same thing today, and he asked you officially for the returns, you would 
provide them to him today, and you wouid not inquire of him as to 
what he had in mind. 

Is that correct ? 

Mr. Alexander. Let me modify what I have just stated. 

The Chief Counsel has just pointed out that there is a word, “may,” 
in that regulation, rather than “shall.” We have been interpreting that 
to be “shall,” except in these rare instances, of which I gave an ex- 
ample. It would be very difficult for me to make material changes in 
this established practice without a change in the law. 

I think you are 

Senator Mondale. Have you, since 1973, ever inquired of either the 
FBI, the Justice Department, or the CIA when they have requested 
tax information as to their real reasons and use ? 

Mr. Alexander. Oh, yes. 

Senator Mondale. You have? 

Mr. Alexander. We certainly have. 

I have personally, and the Chief of our Disclosure Division in our 
compliance function has. Yes, we have. 

Senator Mondale. Do you inquire, under all circumstances, when- 
ever you receive a request to determine that the use of that material 
is solely for legitimate and official duties within the law ? 

Mr. Alexander. The letter requesting the tax returns, under our new 
procedures, comes to me. 

Yow, I look at that letter — there are a number of them, a great 
number — in 1974. the tax returns of more than 8,200 people were 
requested. 

Senator Mondale. From the FBI? 

Mr. Alexander. Xo. These were total requests from governmental 
agencies. 

Senator Mondale. And roughly, what agencies? 

Mr. Alexander. Mainly from the Department of Justice and U.S. 
attorneys. 

Senator Mondale. Were some from the CIA ? 

Mr. Alexander. According to the lists that have just been handed 
me, for the calendar vear of 1974. which I believe to be correct, there 
are none from the CIA. The Department of Justice, which acts on its 
own behalf and on behalf of the FBI and U.S. attorneys, is, by far, 
our largest customer. 

Senator Mondale. MTiich other customers do you have ? 

Mr. Alex.ander. The Department of Agriculture, the Bureau of 
Alcohol, Tobacco and Firearms, the Department of Commerce, the 
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1^.8. Customs Service, tlie Fedenil Deposit Insurance Corporation, the 
Federal Home Loan Bank Board, the General Acounting Office, the 
Interstate Commerce (^ominis.sion. the Department of Labor, the SEC, 
and the Kenegotiation Board were the recpiesters in calendar year 
1974. And a total of 29..529 returns were requested, Senator IMondale. 

Senator ^Moxdalk. Under your interpretation of the regulation and 
statutes, any agency of the Federal Government can request these re- 
turns if they certify the purpose is official. 

Mr. Auexaxdek. They need to do something more than that. They 
need to give us assurance that they will hold the information confi- 
dential. They need to give us. and are giving u.s. some detail as to why 
they need it. rather than just a simple statement that it is needed. 

S"ow, Mr. IVhitaker. would you amplify on that statement ? 

Senator Moxdaee. Just a minute. 

This is really disturbing, in my opinion, because I think you are 
doing a good job. But I think the horse is still out of the barn, and the 
IRS is still serving as a private investigative arm for these agencies 
whenever there is something they want to know, no matter what 
agency it is. As I read the law. there is supposed to be an inquiry into 
whether this is within the official duties of the Justice Department or 
the U.S. attorney requesting it. But instead, just about anybody in gov- 
ernment can inquire, and 1 am not at all convinced that you are in a 
position to know what on earth they have in mind with those returns. 

^tlr. Alexaxoer. Senator Mondale, the concerns that you express, 
that we share, account in considerable measure for our request that 
the law be tightened up. so that the law and the regulations will give us 
the right to refuse to furnish tax information where we believe that 
the request is not a proper one. where we believe that there is not a 
real need for tlie information or it can be rea.sonably acquired else- 
where. 

Senator Moxuale. The reason you want to tighten np is that right 
now these returns, as we sit here, can be requested and used for illegal 
purposes. 

Mr. Alexaxdf.r. I believe that that statement is correct, and T be- 
lieve that under the present regulations, it would be difficult, it would 
be awkward at best, for us to effectively police requests so as to be 
able to give you absolute assurance that the return was requested for a 
proper purpose. 

Senator Moxuaek. Now. 1 want to give one further example here 
of why I think the failure to have proper controls on this information 
could, if unrestricted, destroy this country’s freedoms. 

Senator Huddleston earlier referred to a civil rights organization 
in Atlanta, and I think you are familiar with this case. We do not 
know what actually happened, and the chances arc that it did not go 
beyond what was recommended here, but we do know that the FBI 
obtained information, that was supposed to be classified in the IRS. 
listing the donors to tliis civil rights organization. And this is what 
the officer in tlie Atlanta office proposed to do — and I’m going to refer 
to this organization simply as “organization" and its nationally known 
leader as [deleted]. [See exhibit 3 ’]. Here is what he said : 

It is believed that donors and creditors of the organization present two im- 
portant areas for counter-intelligence activitie.s. In regard to the donors it is 
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suggested that official organization stationery bearing [deleted] signature, copies 
of which are available to the Atlanta office and will be furnished by separate 
conununication to the Bureau laboratory for reproduction purposes, be utilized 
in advising the donors that the IRS is currently checking tax records of the 
organization, and that [deleted] through this phony correspondence" — in other 
words, they are going to sign [deleted] name for him — “wants to advise the 
donor, insuring that he reported his gifts in accordance with the IRS require- 
ments so that he will not become involved in a tax investigation. It is believed 
that such a letter of this type from the organization may cause considerable 
concern and eliminate future contributions. 

Now this was a decision based upon information they were able to 
obtain from the IRS. which they were going to use to destroy the 
funding of a moderate civil rights organization which apparently 
displeased them. 

Now. in answer to Mr. Huddleston's question, you said such a request 
would go to the bottom of the pile. It didn’t go to the bottom of the 
pile. They got the information from the IRS. and— we don’t know 
whether this actually happened, apparently it did not — but at least 
one agent was going to use it to try to chill and undermine one of our 
moderate civil rights organizations. 

So. do you not see. in the failure to have the tightest kinds of con- 
trol on this information so that it is limited solely to tax enforcement 
and carefully defined other official legal uses, that the present loose 
control of this information makes it possible to resort to these kinds 
of outrageous and totally indefensible and exceedingly dangerous 
practices that threaten America's freedom ? 

Mr. Ale.xander. Yes. Senator Monclale. We certainly believe that 
the laws should l>e tightened up. We are aeconntable for our own 
actions. The actions of other agencies are mattei-s for which they 
should be held accountable. We rely upon the present law. upon good 
faith, and we think we have good reason to so rely. We would like to 
be able to give 100-percent assurance, but we cannot. 

Senator 5Iondaee. Can there be any solution to this jirivacy’ matter 
so that they are not abused in these ways unless the Commissioner of 
the IRS possesses sole authority over those documents and power to 
determine whether or not their uses are proper and legal ? If you must 
continue under present policy, that vests that authority in the FBI, 
the Justice Department and all the other agencies mentioned on those 
other lists, can there really be any conti-ol ? 

Mr. Alexander. There can be some controls. 

Senator IMondale. But not much. 

Ikir. Alexander. But not absolute controls. 

Senator IMondale. All right. Thank you. 

The Chairman. Any other questions I 

Senator Hlddleston. Just a loose end or two, Mr. Chairman. 

The Chairman. Yes; certainly. Senator Huddleston. 

Senator Huddleston. In i-espect to the information that you have 
given us that certain procedures are now in eft'ect to tighten up the use 
of confidential informants, we have a memo from the IRS to the spe- 
cial agents in the Jacksonville district which sets out the procedures 
to be used. This is dated July D. W74 [exhibit 6 ^]. 

We also have a tax memo written by one of the agents, at least, to 
whom this was sent, which is headed “Instructions from .TKW,” who 
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is Mr. J. K. Wishwell, and apparently his comments on these sug- 
gestions— he writes, for instance, “No 1, reduce fund to $500 for (a 
confidential informant),” on which he writes “ha, ha, ha.” 

Senator Huddleston. There is another entry in which he says, 
“restrict payout to $250 without prior approval,” on which he writes, 
“ha, ha, ha.” 

Another provision, “after each payout rendezvous with another 
special agent or JKW and hand deliver receipt, voucher and import 
and pick up reimhursement check.” He writes, “ha, ha, ha.” 

“No. 7 said he would give me instructions in writing to minimize 
misunderstanding,” and again he notes, “ha, ha, ha.” 

Is this the kind of response that you have been experiencing with 
these instructions that may have gone out to the agents in the field ? 

Mr. Alexander. I don’t think so. I think this gentleman obviously 
was a man of few words. 

[General laughter.] 

Mr. Alexander. This is not typical of the lES special agent. I think 
there are many fine, dedicated people doing a tough job well. I think 
there are a few, and a very vocal few, that are impeding efforts toward 
making our tax administration system sounder and more responsible, 
and this gentleman’s repetition of his word “ha” would put him in 
this category. 

Senator Huddleston. I’m wondering, though, about a gentleman 
who’s been out in the field dealing with informants who are not people 
who would be characterized as pillars of the community. There is one 
who turned in his own father as a tax evader. I am wondering if this 
is not a commentary on the workability of any set of rules or standards 
if you are going to deal with that kind of people. 

Mr. Alexander. Well, tight controls, sensime tight standards, are 
surely better than the alternative of lax or nonexistent controls and 
standards. 

Senator Huddleston. I agree with that. I was just suggesting it is 
an area that would require continual supervision if it is to Ite em^oyed 
at all. 

Mr. Alexander. It does, Senator Huddleston. This is an area fraught 
with danger, the danger of misuse, the danger of actually employing 
people of, at best, doubtful character, doubtful reputation, and doubt- 
ful veracity by the IRS, with its great powers. An additional fact is 
that the institution of a criminal investigation itself, when made known 
by third party contacts, is a very severely damaging thing to the per- 
son investigated. 

Senator Huddleston. Now, the agency has also used undercover 
agents, as I understand, and there is at least one instance where under- 
cover agents infiltrated the inner circle of an individual who was 
undergoing a tax investigation and tax prosecution, as a matter of 
fact. B^ause of this, he was able to learn what the defense strategy was, 
what kind of affidavits were to be filed, what plea was to be made, and 
did, in fact, convey this information to the prosecuting attorney. 

Is this the kind of thing that undercover agents are expected to do ? 

Mr. Alexander. No ; it is not. 

Senator Huddleston. Do you know of any other incidents besides 
the ones I cited, which is a case out in Los Angeles, Calif., where this 
might have occurred ? 
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Mr. Alexander. I am aware of that case, and I am disturbed by it. 
I do not know personally of any other instances. I don’t know whether 
those with me today know of any others. 

Mr. Wolfe. I know of none. 

Senator Huddleston. The system which utilizes undercover agents 
and informants certainly lends itself to that kind of abuse. 

Mr. Alexander. That is one of the dangers in the use of a confiden- 
tial informant, particularly if the confidential informant is encouraged 
by silence, or by action, or by knowledge and acquiescence, to engage 
in activities beyond the line, beyond the line legally, beyond the line 
ethically and morally. These present very great dangers and I question 
whether the benefits to the enforcement of the tax laws are worth the 
cost to enforcement of the tax laws. 

Senator Huddleston. We also have information that documents 
which were maintained in the IGRU system were destroyed contrary 
to the regular document destruction schedule by the IRS. 

First, what was the IGRU ? 

Mr. Alexander. The IGRU, to which I referred earlier, was the 
Intelligence Gatherins and Retrieval Unit in the IRS. IGRS was the 
Intelligence Gathering and Retrieval System. This was to be a com- 
puterized system for maintaining general intelligence information 
that the IRS had gathered. It resulted from a study instituted, I 
believe, in 1969, implemented in 1973, and modified in 1974. The Deputy 
Commissioner and I suspended this system in January of this year. It 
was a system that accumulated a great deal of information of some- 
what doubtful value. But the system itself, the idea of computerizing 
this information, is a sound idea. The implementation of the system 
was the problem. 

Senator Huddleston. Is there any way to make distinctions among 
that evidence that might have been collected illegally, if the evidence 
were valid? 

Mr. Alexander. I think this operated as a vacuum cleaner ; every- 
thing went in, in some districts; very little went in, in others. The 
district offices were encouraged to build up the system, and some of 
them reacted with great vigor to do precisely that, Miami being one 
of such offices. 

On January 15, we found that 465,442 names were in the system, 
and included in those names was mine. 

Senator Hlt)dleston. What about the destruction of these docu- 
ments contrary to procedure ? Were you aware of that ? 

Mr. Alexander. I became aware of that recently, and it is very dis- 
turbing to me. 

Senator Huddleston. How could it have happened, or how did it 
happen ? 

Mr. Alexander. I don’t know of my own knowledge how that hap- 
pened. We give instructions in the national office. We expect those 
instructions will be carried out, and in almost every instance they 
are. In some instances, people, through misunderstandings or through, 
I’m sorry to say. a willful act, refuse to carry them out. 

Senator Huddleston. Are you aware that in at least two instances 
documents were destroyed related to extiemist organizations or ex- 
tremist individuals? 

Mr. Alexander. I have become aware of that, yes. 
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Mr. Alexander. Yes; I do. It causes me deep concern because it 
would ap])ear that someone thought that these should be destroyed 
because of the adverse impact on. perhaps, the assembler or perhaps 
the holder of the document, if they were not destroyed. Of course, 
that is a concern for the head of a law enforcement agency. 

Senator Huddleston. Also the revelation of how the information 
might have been obtained would leave some question. 

Mr. Alexander. That is another problem. 

Senator Huddleston. Thank you, ilr. Chairman. 

The Chairman. Mr. Commissioner, did you testify that in 1974, 
something in excess of 20.000 income tax returns were turned over to 
other agencies of the Goveniment ? 

Mr. Alexander. Yes; I did. The number, I believe, was 29.520 
plus. 

The Chairman. 29.520 plus? 

IMr. Alexander. Yes. The returns were for those 8,210 taxpayers, 
Mr. Chairman. 

The Chairman. 8,210 taxpayers. Now, does that include returns 
that may have been requested and turned over to State governments ? 

Mr. Alexander. No; not at all. 

The Chairman. Do you have the figure for the latter? 

Mr. Alexander. I have a figure, and I would like to supplement this 
for the record, to give you the full figure, Mr. Chairman. You see, 
returns turned over to the State governments actually consist in large 
part of taped transcripts. 

Now, my understanding is that in 1974, the taped transcripts of 
some 63 million individual returns were turned over to State govern- 
ments; but in addition to that I receive a number of requests from 
State governments for individual returns that are not included within 
this figure. We have agreements with 48 of the 50 States. We do not 
have agreements with Texas and Nevada, and I would like to supply 
for the record, if I can, Mr. Chairman, a full and complete listing for 
you [exhibit 17 ^]. 

The Chairman. I wish you would. 

You see, as the record stands now, in 1 year alone, nearly 30,000 
returns involving more than 8,000 taxpayers, were turned over by the 
IRS to other Federal agencies. You have said this is a very loose ar- 
rangment. The laws need to be tightened to give a greater measure of 
confidentiality. 

This committee is concerned about what is becoming obvious in the 
course of these hearings, and that is the spreading of “Big Brother” 
government methods, and what your testimony shows is that, at least 
as of now. every taxpayer in this country is on notice that when his 
tax return is filed in the IRS. it means any agency in the Government 
that can claim an official interest can get into that tax return for its 
own purposes. That is what it means. And. what better form is there 
to intimidate people, harass people, force them to comply with what- 
ever it is some other agencv may have in mind, than to have his tax 
return and information that it may contain. 
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This morning we have seen further that, until recently at least, 
the lES itself maintained a list of 8,000 individuals and 3,000 orga- 
nizations which other agencies of the Government asked them to com- 
pile for the purpose of making tax audits, though clearly from the 
nature of these organizations, they are not suspected of owing taxes. 
Now, if that isn’t an abuse, I don’t know what abuse is. 

Furthermore, some of these agencies had no lawful right to request 
that these names be placed upon such a list. I gave you an example a 
few minutes ago of the CIA making such a request on “Ramparts” 
magazine because it feared that “Ramparts” might print something 
that the CIA did not want printed. Yet the law on which the CIA 
derives its powers provides express!}’ that the Agency shall have no 
police, subpena, or law enforcement powers, or internal security func- 
tions. It was to stay out of domestic affairs. But it didn’t, it liasn’t, 
and it won’t until we begin to write the laws much differently and 
prescribe penalties for their violation. 

I want to thank you, Mr. Commissioner, and I want to thank your 
assistants who have come here. I want to thank you for the coopera- 
tion you have given us and the information you have turned over to 
us. It is very helpful to the committee. 

The committee now stands adjourned. 

Our next hearing will be announced by the Chair. 

[Whereupon, at 12 : 32 p.m., the committee recessed, to reconvene 
upon the call of the Chair.] 




HEARINGS EXHIBITS 

Exhibit l 



1 Under criteria determined by the Committee In consultation with the Internal Revenue 
Service and the Federal Bureau of Investigation, certain materials have been deleted from 
these exhibits, some of which were previously classliled to maintain the Integrity of the 
Internal operating procedures of the agencies Involved, and to protect intelligence sources 
and methods. Further deletions were made with respect to protecting the privacy of certain 
Individuals and groups. These deletions do not change the material content of these 
exhibits. 
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t-Ioinoi-anduT, D. J. Brennan, Jr . , to 
l\r. V,’. C. Sullivan 
RE: INT-ERBAL KE'/jRaiE SLT.VICE (IRS) 

IirVRSTlG/.T.” 0:;s OB MIi? BB?1- AMD EXTREJilST 
ORG/a;i2ATIORS AKC IKDIVIUUj'a.S 



.approved it v;ill bo explained to As.nistant 
>a by Liaison that several oi tho orsa:iinations 
: not under iavestisation by us but that wo 
■fj request in connection v/itb tliose listed 
It we have currently under investijatiou. 
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Exhibit 3 

(l■"•^r:;RP'r from COttHUNTCATION, SI IN CHARGIi ATIANTA TO 

DIRIiCTOK, IT, I, OATF.D APRIL' 14, 1964) 


AT 100 - 63 ^: 0-0 
AFMloll-. 


rTax returns of and information from IRS] 

investigative files were recently received and analyzed. 
[Paraphrase 
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TAX ppoT'x::? (co:ri'i::nxii) 


CITY A STATg : 

llcv; Mexico 
Tavernier, Ilorida 
Ked Bluff, CA 
Mobile, jUabaan 

PaJ.er.no, CA 
Saji Dicco, CA 92116 
Bridgeford, Connecticut 
Par.adcna, CA 

Names deleted Tacoraa, Washington 

Red Bluff, CA 
l^GSno, CA 

Valley Spring.'?, CA 95252 
Merced, CA 

Cincj.natti, Ohio u5205 


M (Cont'd) 

Montoya, Joseph (Sen) 


Pino dale, CA 
Berkeley, CA 
Fouler, CA 
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Ancrlcans for Dcraocracic Action. 
Americans for Freedom " ‘ 

Black’ Brotherhood • . • 

Black Turks . 

Black United Strategists , • ■ 

Black United Youths 

Breakthrough 

Christian Beacon, Inc. • . 

Christian Echoes Hinistry, Xirc. . • . 
Church League of America . 

.Cityv.’ido Citirens Action Committee 
Civilian Resistance Coipmand 
• Commandos L ■ 

Communist Fatty Youth Club 
Congress of J’rccdotn .t- ; 

Conservative Vice-Lords, Inc. 

‘Dayton Alliance For Racial Equality 
Fair Play For Cuba Co-..w\itUcc 
Free Corps . 

Free Speech Hovcr.icnt ‘ ■ 

Fund for Tlie Republic, Inc. 

Group For Adv.nnccd Leadership 
Inctitute for American Democracy, Inc. 
Institute for the Study of Black Unity 
International UorUors Order ' 



Intcrrelij 


gioas Foundation for ConmuniUy Orsanlzatici 
Life Line Foundations, Inc. ^ , 

llalcoim X Society . ‘ ' ‘ ' ^ 

Hedgar Evers Rifle Club 

Militant Labor Forun . *• ' 

■'Monroe Defense Conaittec : 

Ibislim Mosque, Inc. • • 

/ Kational Student Association 

■(Formerly U. S. National Student Ascocintlon) 

Operation Breakthrough • . ■ 

. Oreoniaation of A£ro-/jaorican Unity, inc. 

Fatriotic Tarty ’ .. V ■ ■;:••, •• 

The I’eace Foundation '' 

Frotestnnts and Other /jaaricans United for Separatii 
J Louis M. Rabinowitz Foundation ... 

■ Kopublic of New Africa ■•'■--■•-; ■. ' - 

■ Sor.ogalcco ■'■' 

Cociali.-.t Workers Party . • 

'Soldiers of The Cross , • ' • ••• . 

J Southern Student Organizing Conmlttea 
Unitarian Society •, . 

United Black Community Organization 
\/w. E. B. Dubois Clubs 
Boi'kcrs World Party 
Young Socialist Alliance 
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jr.'77£-^-^ ^C/i^A^- 
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.y/a^A^^y^ “ 2 ^ 
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Exhibit 8 


Internal P.oucnue Service 




C JIT1 197-! i 

j T-.TA 


Honorable Donald C. Alexander 
Commissioner of Internal Revenue 
Kasliington, D. C. 


Dear Commissioner Alexander; 

This transmits a copy of our report of results of 
the special on-line audit of narcotics termination 


The Service has made approximately 3,300 narcotics 
termination assessments totaling S104 million since 
August 1971. These assessments have generally been 
made under tiglit time constraints based on information 
furnished by local law enforcement agencies with little 
or no independent investigation by the Service. The 
information furnished is generally not sound evidence, , 
but primarily consists of projections, opinions or con- 
clusions of the local law enforcement officers. The 
investigations are not of the s.aiiie depth as normal 


In tliose cases, field agents initiate immediate 
assessments in order to seize assets in custody of 
local authorities before the assets are reclaimed by 
the taxpayers or their attorneys. The individuals ar- 
rested by local police generally remain in their 
custody for loss than 24 hours. 

Ke found that procedures and practices used in 
terminating the tax years vary nationally from district 
to district, and as a result tax laws and regulations 
arc not applied consistently and equitably to all tax- 
payers. 

The terminations arc usually made on the basis that 
the t.axpayer's illegal narcotics involvement constitutes 
a "prima facie" case. Kith few exceptions, there is no 
other hard evidence tliat income taxes are due or tliat 
collection of taxes arc in jeopardy. 
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Commissioner Alexander 


Since llie Service docs not issue Statutory Koticcs 
of Deficiency in these cases tlic taxpayers do not liavc 
tlic adsii nistrativo appeal ri;;las afforded to taxpayers 
subjected to jeopardy asscssticnts or tax deficiencies 
arising from nori:'.al audit procedures. This fact coupled 
witli tiie fact that the majority of the termination 
assessments arc not supported by ha'rd documented evi- 
dence gives rise to tlie distinct possibility that; (a) 
irreparable harm may be suffered by some of the taxpayers; 
and (b) ttic Service nmy be accused of assessing tax 
liabilities ivilhout due process of law. 

Tlie wcabnesses in the termination assessments are 
illustrated by the results of full year follow-up exami- 
nations i.liicli often result in substantial reductions 
and refunds to the taxpayers wlicn detailed examinations 
arc made. In other instances vdierc tlic taxpayers do not 
file full year returns, quality examinations arc often 
not conducted. In these eases, the full year liability 
generally approximates the short period liability. 

In order to gain more time to conduct an investiga- 
tion, one district issues a summons to local police for 
assets in possession of the narcotics law violator at 
the time of arrest. The local- police hold the property 
for up to ten days while the Service conducts an investi- 
gation. A similar practice in anotlicr district was 
discontinued in late 1973 after Regional Counsel rendered 
an opinion that this practice was an improper use of a 
siimmons . 

Due to tlic common characteristics of these termina- 
tion assessments, one adverse Supreme Court decision 
could affect hundreds of eases. I'or instance, if the 
Supreme Court should affirm a recent decision by the Gtli 
Circuit Court of Appeals requiring the issimncc of a 
Statutory Notice of Deficiency within 0(1 days of a termi- 
nation assessment, all termination assessments may be 
rendered invalid. The Service has received other adverse 
decisions on te-rmination assessments in lower courts, 
and has compromised "other eases after the taxpayers filed 
suit . 
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Commissioner Alexander 


Copies of the report have been transmitted to the 
Assistant Commissioner (Compliance) and the Assistant 
Commissioner (ACTS). 

We will be pleased to discuss the report with you 
if you wish. 


Sincerely. _ 

Name deleted 

— Assistant Commissioner 
(Inspection) 


Attachment 



Interna] Audit Report 
ulit of tiK- i.arcoti c f. Traffickers 


Introduction and Scone of Audit 


This report suiT^marizos results of a special on-line 
audit requested by the Coomissioner . , The audit objectives 
vjere to determine v;hcthcr Service policies, procedures, 
and practices used in terminating the tax years of nar- 
cotics subjects arc in accordance with income tax lav7s and 
regulations and nhether these policies, practices, and 
procedures are applied consistently and equitably in 
arriving at factually supported tax determinations. 

Reviews v;ere made in the Los Angeles and San Francisco 
Districts in the V’estorn Region, in the Chicago and St. 
Louis Districts in tlie Midwest Region, and the Jacksonville 
and Columbia Districts in the Southeast Region. This re- 
port consolidates the findings resulting from these reviews 
as well as finding.s resulting from other recent audits. 


Summary of Rc.sul.ts of Review 


We found that procedures and practices for terminating 
tax years of narcotics law violators vary nationally from 
district to district, and that as a result, tax laws and 
regulations are not applied consistently and equitably to 
all taxpayers. For instance, all six districts included in 
the reviev7 generally set a minimum value of assets seized 
ranging from $500 to $ 2,000 in determining whether a case 
should be considered for termination action. Also, the 
employees responsible for preparing termination reports 
(revenue officers, revenue agents, or special agents) 
vary from district to district. 

Five of the six districts rely primarily upon informa- 
tion furnished by other lav; enforcement agencies and 
informants in making termination assessments. The informa- 
tion is generally received telephonically , and is often 
based on per.sonal opinions, projections, conclusions or 
hearsay evidence rather than specific documented facts 
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concerning the subject. In some eases other minimal 
independent investigations are made by the Service; 
hov/ever, they are not of the sajie depth as normal audit 
examinations . 

The sixth district, Jacksonville, issues a summons to 
local police for assets in the possession of a narcotics 
subject at the time of arrest. The police then hold the 
taxpayer's property for up to ten day.s while the Service 
conduct. s an investigation. A simalar practice in one 
district in the Southwest Region v;as discontinued in 1973 
after Regional Counsel rendered an opinion that this 
practice v.^as an improper use of a sunimons. 

Generally, all six districts terminate the tax years 
of narcotics law violators on the basis that the taxpayer's 
illegal narcotics involvement constitutes a "prima facie" 
case in which termination assessments should tie made (IRM 
A585.3). With fev7 exceptions, there is no other hard evi- 
dence that income taxes are due or that the collection of 
such taxes are in jeopardy in these cases. 

Although the burden is upon the Government in proving 
taxable income in these cases, the tax assessments are 
generally based upon taxable income estimated by a variety 
of methods. Due to the limited inforr.iation available, 
these methods are generally not effective in determining a 
factually docu.meiited taxable income. For example, when the 
net worth and expenditures method is used, the taxpayer's 
net worth at the beginning and the end of the tax period is 
generally unknowTi. In addition, estimated costs of living 
expenses, which are often included in the net worth and 
expenditure computations, are generally not supported by 
facts in the case file. Other methods arc usually equally 
ineffective in arriving at a factually documented taxable 
income due to the lack of detailed information. 

The weaknesses in the termination tax assessments are 
further illustrated by the fact that the full year follow-up 
of these examination cases often results in substantial 
reductions in the tax assessments and refunds to the tax- 
payers. For instance, the full year examination of 2A 
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termination nssesEmont eases in the Chicago District re- 
sulted in recommendations that the termination tax 
assessments be rt;duccd in all 24 cases. It vjas 
rccomm.ended that asscsE::>ents totaling ?910,200 be reduced 
by $772,500 to $137,700. If the eases are settled on 
this basis, the taxpayers will bo due refunds totaling 
approximately $136,000. Conversely, in the Los Angeles 
District tl.c review of 55 cases v;hcro the substitute for 
return procedure \.-as used disclosed that the substitute 
returns v;ere based primarily on the same information used 
to compute the termination period income. As a result 
there v.-erc 30 eases v7hcre the full year income was the 
same as the termination period income. In the remaining 
25 cases the income was more or less than the termination 
period income, however, facts to support the changes were 
not fully documented in the file. 

Due to the common characteristics of these terinination 
assessments, one adverse Supreme Court decision could affect 
hundreds of cases. For instance, if the Supreme Court should 
affirm a rGcent decision by the 6th Circuit Court of Appeals 
requiring the issuance of a Statutory Notice of Deficiency 
within 60 days of a termination assessm.cnt, all termination 
assessments may be rendered invalid. The Service has re- 
ceived other adverse decisions on termination assessments in 
lovjer courts, and has compromised other cases after the tax- 
payers filed suit. 

On June 17, 1971, the President announced the Administra- 
tion's expanded effort to combat drug abuse. Included in the 
Presidential message vjas a charge to the Internal Revenue 
Service to conduct systematic tax investigations of middle 
and upper echelon narcotics traffickers. 

Generally, the interpretation of the Service policies 
and procedures by the field has been to terminate an indi- 
vidual V7itli a history and bacl’.ground of illegal activities 
coupled vjith a current arrest for nareotics violations. 

The field agents of the Service have been faced v;ith a 
requirement to make immediate assessment to prevent 
dissipation of the assets seized by local authorities at the 
time of arrest. Usually it becomes a race with the taxpayer 



(35 


and/or hir, attorney. The majority of these assc.sspicnts 
arc based primarily on the infori lation' from the arresting 
officers because of Llic .short time pres.surc factor. The 
individuals arrested usually have liquid assets only and 
remain in the custody of police less Chan 2A hours. 

During the reviev;, a District Director stated that 
there is not sufficient time to perfect a case to the 
extent that it would hold up in Court. 


Appendix A summarizes the number and amounts of termi- 
nation assessments made in the six districts tested and 
United States totals by Region for fiscal years 1972, 1973, 
and the first three quarters of 1974. 


W. C. Rankin, Jr. 
Director, Internal 
Audit Division 



General Proccdi 
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Details of Results of Review 


He found that the procedures and practices for 
terminating ta:-; years vary frori region to region and 
within the regions from district to district. As a 
result. Ca>; laws and regulations arc not applied con- 
sistently to all taxpayers. For example, all six 
districts included in this special review generally 
set a TT.ininuti value of assets seized in determining 
whether a case should be considered for termination 
action. The Colttiibia District requires a minimum of 
$500 cash seized for a termination action v;hile the 
Jacksonville District requires $2,000 in total assets 
seized. 

In Los Angeles termination assessments were made 
against taxpayers v.-ho had been arrested for possess?lon 
and or sale of narcotics with cash or readily icientitiable 
assets in e'xcess of $1,000. In San Francisco termination 
assessments \;cre made against taxpayers v.dio had been ar- 
rested on charges of sale of narcotics where there is 
information to show that income has been earned from that 
activity and that the taxpayers had cash or readily iden- 
tifiable assets of at least $1,000. 

In the St. Louis and Chicago Districts generally only 
those taxpayers who had at least $1,000 in their possession 
at the time of the arrest were terminated. 

Internal Revenue Code Section 6851; Policy Statement 
P-4-09; and Internal Revenue Manual Section ^i585, generally 
set forth specific circumstances and/or action by taxpayers 
that would jeopardize collection of taxes when subsequently 
due, and tlK.'refore provide a basis for tax year termina- 
tion, assessiacnt , and collection of taxes not othervjise due. 
The specific conditions and circumstances for tax year 
termination and assessment under IRC Section 6851 are sum- 
marized in Policy Statement P-A-89 (Approved 10-2-70) as 
follows : 
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"Termination of taxable period and assessment 
should be used sparingly and care should be 
taken to avoid excessive and unreasonable 
assessments . Tb.ey should be limited to 
amounts which reasonably can be expected to 
equal the ultimate tax liability for the 
terminated period. Each termination of tax- 
able period and assessment must receive the 
personal approval of the District Director or 
the Director of International Operations. 

"A termination of taxable period and assessment 
will not be made v/ithout the existence of at 
least one of the throe follov7ing conditions, 
unless prior approval is obtained from the 
Director, Audit Division: 

(1) The taxpayer is or appears to be designing 
quickly to depart from the United States 
or to conceal himself. 

(2) The taxpayer is or appears to be designing 
quickly to place his property beyond the 
roach of the Governr.ient either by removing 
it from the United States, or by concealing 
it, or by transferring it to other persons, 
or by dissipating it.. 

(3) The taxpayer's financial solvency is or ap- 
pears to be imperiled. (This does not 
include cases v.^hcre the taxpayer becomes 
insolvent by virtue of the accrual of the 
proposed assessment of tax, penalty and 
interest.)" 


Internal kevenuc Manual Section A585 and Section 3 (11) A 
of the Techniques Handbook for In-Dcpth Audit Investigations, 
HIM A235, provide requirements and specific guidelines for 
tax year teriinnation:; and documentation required, to the 
extent practicable, for termination investigations, and 
reconmendations and approval of termination actions. The 
required documentation, to the extent practicable, includes; 
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(1) T!ie nnn.e, address, and filing history of 
the taxpayer. 

(2) Tax and penalty to be assessed by periods. 

(3) The nature of the taxpayer's business or 
activity; the taxpayer's financial condi- 
tion; infornation regarding the taxpayer's 
activity giving rise to the termination 
recommendation, such as transferring 
assets v.'itl.out consideration or attempts 
to hide assets, etc.; information regard- 
ing business losses; the nature and 
location of the taxpayer's assets and 
sources of income; and the taxpayer's 
record of resisting payment of taxes in 
the past. 

(4) Any other Information regarding the 
taxpayer's financial condition, prospects 
for future losses, etc. 


Reviev.’ of recent termination recommendation reports 
and case files in the six districts showed that the files 
and reports were generally not documented with facts to 
show specific circumstances or acts by the taxpayers that 
vjould ma’ne collection of the taxes, vjhcn due, ineffective. 
Instead, the districts generally terminated the _ tax _ years 
on the basis that the taxpayer's illegal narcotics involve- 
ment constituted a "prima facie" case in which termination 
assessments should be made (IIU'I 4585.3). 

However, IRM 4585.3 specifically requires that "prima 
facie" tax year terminations for taxpayers arrested on 
charges of possession and/or sale of narcotics should be 
suppported by docim.cnted informaticn to establish a factual 
foundation to shot; that subsequent collection of the taxes, 
not yet due, was in jeopardy, and that the termination 
actions t.’cre v.’ithin the statutory provisions of IRC Section 
6851. 
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Operating personnel stated that assessments must 
be made iirrr.cdiatcly in order to prevent the taxpayers 
from csssigning their liquid assets to attorneys or other 
persons v.'ith the effect of placing them beyond the reach 
of the Service and that it is generally not possible to 
obtain specific factual documentation in the time avail- 
able . 

In the Jacl'.Eonville District the review indicates 
that the problem, of immediate assignment of assets to 
others has been circumvented, at least temporarily by 
the immediate issuance of an IRS summons to the arresting 
officers. On receipt of the summons, local police retain 
possc.ssi.on of the taxpayer's "property”, including cash, 
for 10 days, hltile having no legal effect on the ability 
of a narcotics violator to assign av/ay his liquid assets, 
it has been effective in preventing the dissipation of 
his assets in th.is manner and has allowed the examining 
agent additional time for case preparation. 

However, a recent review in the Oklahoma City District 
showed that sum.m.on.ses have been used in that district al.so. 
In ^;ay 1973, Regional Counsel interpreted the issuance of a 
summons for this I'urpose as an improper application of the 
provisions of IRC Section 7602 and rccorrr.’.ended discontinu- 
ance of the practice. 

Differences v?ere noted also in the placem.ent of 
responsibility for preparation of termination documents. 

In Los Angeles termii'.ation reports are prepared by revenue 
officers in the Of fer-in-Compronise Group v.'hile in San 
Francisco the reports are prepared by revenue agents in the 
Narcotics Group. 

In the Chicago District the special agent assigned to 
the team will initially be advised of the referral and 
in-turn \»ill contact the revenue agent and revenue officer. 
The revenue agent has the responsibility of preparing all 
documents nece.^^sary for a valid asses.sinent upon approval 
of the tc.'ar.i lender. The special agent has the prime 
responsibility for the coordination with other agencies 
and the control of any criminal aspects of the case. 



In the St. Louis District any division may originate 
the recomr.cndation for a termination assessment although 
the Intelligence Division is generally the initial contact 
point for the other law enforcement agencies. 

In the Jacksonville District the revenue agent initi- 
ates the termination action, v.’hile in the Columbia District 
the special agent has primary responsibility. 

In four districts in the Central Region the use of 
termination assessments has been restricted because of a 
recent decision by ti:e 6th Circuit Court of Appeals requir- 
ing issuance of statutory notices of deficiency. 

Instructions in the North-Atlnntic Region require 
that Regional Counsel be consulted in each case where a 
tax year termination assessment is being considered. 


E xamination Procedures - Short Year Terminations 


The burden is on the Service to prove the existence of 
taxable income in termination actions. However, we found 
that generally these assessments were based on income esti- 
mated by a variety of methods v.’hich have for the most part 
proven ineffective in factually determining taxable income. 
The following assumptions were usually necessary in the 
income detenainations : that income v.’as earned during the 

period terminated; that funds on hand or used to purchase 
tlie drugs were from taxable sources; and that the funds 
were taxable to the individual in possession of the cash 
and/or narcotics. 

In the Los Angeles and San Francisco Districts compu- 
tations of taxable income v;ere based primarily on informa- 
tion provided by law enforcement officers regarding the 
circuiTiStances of the arrest for sale or possession of 
narcotics . 

In 14 of 19 recent termination assessment cases reviev7cd 
in Los Angeles, the net worth and expenditures method was 
used in computing taxable income. In 4 of the 14 cases a 
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cost: of livln;' estxnatc was not includod in the income 
computation. In the other 10 cases cost of living 
estimates ranped from .$400 to $1,500 per month, but 
the files v.arc not documented with specific facts to 
support the estimates. For 11 of the 14 cases, the 
taxpayers' ir.arital status was not determined. In one 
case, the taxpayer vjas allov.'cd a deduction for depend- 
ent.';, but the files in the other 13 cases did not 
establish wiicther the taxpayers v/ere entitled to 
deductions for dependents. 

The estimated gross sales method was used to com- 
pute termination inco;,ac in the remaining five cases. 

In four of the five eases the taxpayers were allov.’cd 
deductions from gross sales for the cost of narcotics 
sold. In the other case the taxpayer v;as not allowed 
the deduction. Also, the case files shov;ed that three 
of the five taxpayers were married; hov.’over , the termi- 
nation incotie was assessed against the taxpayer only 
and was not divided betvxeen the taxpayer and spouse in 
accordance vrith commiunity property provisions. 

In 24 of 26 recent termination assessment cases 
reviovjed in the San Francisco District, the net worth 
and expenditures method was used in computing taxable 
income. In these 24 cases, cost of living estimates 
ranged from $5C0 to $1,500 per month. In 20 of the 24 
cases, the estimates v.’ere not supported by specific 
facts or information in the case file. For all 24 
cases, the inv’estigations included a detcT-mination of 
the taxpayer's marital status. For the cases vdiere 
the taxpayer was married, the termination income was 
divided in .iccordance with community property and in- 
come provisions. Also, v.’hore it was determined that 
the taxpayers v;ere entitled to deductions for dependents, 
those deductions were allov7ed. 

In the remaining tv ;0 cases, termination income was 
con'i)uted by the estimated gross sales method. The 
taxpuyer.s wore married and the income was divided in 
accordance \.’ith community inconto provisions. The pro- 
jected gros.s sales v.;cre based on specific admissions by 
the taxpayer . 



In Chicago the net v;orth and expenditures method 
uns used in computing income in 13 of 18 recent termina- 
tion assessments reviewed. In the 13 cases, cost of 
living estimates rang.ed from $50.00 per v.>eek to $40.00 
n day. hone of the estimates v.’ere supported by specific 
facts in the files. 


In the other five cases the income V7as computed by 
the estir.iated gross sal.es method. In one of the cases, 
estimated sales v.-ero based on hearsay evidence from an 
informant. In the other four cases, the assessments 
v.’cre bn.scd on specific information regarding periods of 
surveillance, "controlled" purchases, and statements 
from informants. 

In 19 of the 25 recent termination assessment cases 
reviewed in the Jacksonville District the computations 
of income were based on a projection of sales over the 
terminated period. In 10 of the 19 cases the files did 
not clearly shov: the basis for the figures used for 
e.stim.atcd vreckly sales. In most instances, the tax lia- 
bility determined v.'as closely related to the assets 
seized. In this regard, the. Group Manager explained 
that in determining the amount to be assessed, the 
amount expected to be realized from proceeds of the 
seizure and sale of taxpayer's assets is taken into con- 
sideration; that making a large assessment based on 
information from informants or police estimates would 
probably leave the Service in an indefensible position 
in Court if the Service could not shov? that the taxpayer 
had assets to support the income estimates. 

The income in the other six cases was computed on 
either the cost of drugs or cost of habit method and the 
support v;a.s considered adequate. 

In the St. Louis District taxable income ^Jas computed 
by the cstiv.iated gross sales method in tn-’o of three termi- 
nation assessments reviev.’C-d. The income computations V7erc 
not supported by documented facts in the case file. The 
income cot'putation in the third case v.-as ba.scd on a 
specific income item. In all throe cases information that 
the taxpayers V7cre married v;as not used, and in tv.’o cases 
information that the t.nxpayors had dependents was not used. 
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The computations of income in the oipht cases reviewed in 
the Columbia iJie.trict v/cre based on a projection of estimated 
sales over the tc r:\inatcd period. llowever , in two of the 
eipht cases, the ease files cither did not clearly show the 
basis for the estimated weekly sales figures that were used or 
the file did not clearly shov; that the length of time the tax- 
payer !iad been selling narcotics had been established. 

A recent on-line audit report shotted that in six of the 
ton most recent termination cases in the Austin District, the 
files did not contain substantiation for one or more state- 
ments made by narcotics exports vthich v.’ere used in computing 
taxable income. In one case the file did not substantiate the 
sales volume of 50 kilos per v;eek or the cost price of $80 per 
kilo. In another ca.se, the file did not substantiate the 
source or basis of the cost price of seized heroin, nor did 
the case file include substantiation for estimated living ex- 
penses of $13 per day. 

Another recent review in Atlanta shov.’od that the case 
files did not cont.ain prescribed support for the basis used 
in estimating' receipts from sales of narcotics in 24 of the 
29 cases tested, "o information was shown regarding the 
length of time taxpayer was in the narcotics business and no 
support was shov.n for the basis used in estimating gross 
sales except that the estimates were those of a narcotics 
expert. In five of the cases the assessments were supported 
by documented facts. 


Exami n ation Pro ced ures - Full Year Tax Returns 


Full year tax returns of narcotics violators previously 
terminated arc subject to an audit examination whether the 
taxpayer has voluntarily filed a return or not. If the tax- 
payer has not filed a full year return, substitute for 
return procedures are follow’ed. 

In the Los Angeles District 61 full year 1972 examinations 
(63 terminations) '.-.•ere reviewed. In six cases vdierc the tax- 
payers had filed full year tax returns, the examinations were 
of adequate scope ar.d depth. In five cases, the examinations 
rer.ultcil in significant reductions to the short period tax 
liability v.’hilo the sixth case resulted in no change to the 
short period liability. 
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In the ronainin!», 55 caccr. substitute for return 
procedures \;cre U!ed. V.'e found that in-depth eimmination 
procedures v;erc not es.pl oyed to include: (a) attempts to 

contact taxpayers or oth.er third parties veho v.’ould iiave 
knoveledpe of the taxpayers' income producing activities, 

(b) .specific steps to identify changes during the year in 
the taxp.ayers ' net v.’orth by revicv.’ing bank accounts, (c) 
attempts to identtfy assets acquired or sold, and (d) 
attempts to determine the taxpayers' style of living. The 
c>:nniinations primarily relied upon information developed 
by the termination investigation. The full year income 
computations v.'cro tlic same as the termination period 
income coitputation in 27 cases and v.’erc the same as the 
termination period incot^.e adjusted for annualization of 
the estimated cost of living rate in three cases. In the 
other 25 cases the full year income cornputation.s were more 
or less than the termination period income; ho\.'ovcr , facts 
to support the chani-;GS in income were not fully documented 
in the case file. Nineteen of the 30 examinations v;here 
the full year income was the same as the termination 
period incor.ie involved cases v/herc teniiination period in- 
come computations were not supported by specific facts. 

In San Francisco 12 full year 1972 examinations were 
reviev;ed. In four cases, the taxpayers had filed 
full year returns and in the other eight, substitute for 
return procedures v’cre used. We found that in-depth exam- 
ination procedures, to the extent practical, were used in 
all 12 cases. 


The full year examination of 7.k termination assess- 
ment cases reviewed in the Chicago District resulted in 
recommendations for reductions in the termination tax in 
all 24 cases. It V7ar. recomip.cnded that assessments 
totaling $910,200 bo reduced by $772,500 to $137,700. If 
the cases arc settled on this basis, the taxpayers will 
be due refunds totaling approximately $136,000. 

In the St. Louis District four full year examinations 
had been c]o.sed with recommended assessments of $19,727.46. 
Termination assosr.ments for these cases originally totalled 
$83,190.15. Tlierefore, full year examinations resulted in 
reductions totaling $63,462.69. 



The full year exan: 

$329 /i06 to $338 '.’sA/k^^; 
able to seven cases. 


Lon of 29 termination asse.ssm.cnt 
jriville District resulted in 
ilir.g $668,250 being reduced by 
of this difference v/as attribut- 


In Columbia the full year examination of 12 cases 
resulted in rccon.r.-.endaticns to reduce termination tax assess- 
ments from $636,253 to $28,701. 


Contes t e d Cas 


Reviev.’s v;erc conducted in the San Francisco, Los Angeles, 
and Jacksonville Districts to determine the Service's exper- 
ience in defending termination a.sscssraent cases in court, with 
particular emphasis on reasons for the Service having lost any 
contested cases. 

Reviev’s of the Regional Counsel General Litigation files 
for Los Angeles and San Franci.'.co District cases disclosed 
that tliere liavo been six contested narcotics cases since 
June 30, 1972. Tv.-o cases \;ere in the Los A.ngelc.s District 
and four cases were in the San Francisco District. Five of 
these cases wore roviev^cd to determine why the taxpayers had 
initiated litigation to enjoin the Service from assessment or 
collection actions. In these cases Regional Coun.sel identified 
potential weaknesses in the Service's position as follov;s; (1) 
termination incom.c and tax computation were not fully supported 
by specific fact.s (3 cases) ; (2) taxpayer had not received a 
Statutory Notice of Deficiency for Che termination assessment 
(1 ca;;o) ; and (3) collection action had been initiated before 
the taxpayer could have received the termination letter (1 
case) . 

In two cases the complaints v.’cre dismissed by the tax- 
payers based on the Service's agreement to compromise the 
liability. In the third case the taxpayer's suit was dis- 
missed on the basis that the Court lac);:'ed jurisdiction to 
enjoin the as.so.ssivont and collection of Federal taxes. In 
the fourth ca.se the judge continued tlic ea.se in open status 
v;ith proceedings .suspended, pending sotclcinont of appeals on 
similar cases involving isstunicc;s of Statutory Notices of 
Deficiency for tax year terminations. The fifth case was - 
cl.o.sed when the full year examination shifted substantially 
all of the termination income to prior tax year. 



RGvicv7R of 11 contested cases in the Jacksonville District 
disclosed that tlic Coven "c-nt ’ s position had been uphold in 
seven cases, the Govcrni.ent liad lost one case in District 
Court, and three cases v.’ere still pending in District Court. In 
the case the Govcrr.icont lost. Chief Counsel 7:ocoi'S'icnded that the 
Govcrniicnt appeal th.e decision. In this cose, the Govcrnr.'ient 
v;as enjoined fros’. collection of the assessment and was ordered 
to return the nonc;ys seined. The taxpayer had alleged that the 
Di.strict Director's finrlings were made v.’ithout sufficient in- 
vestigation to support h.is conclusions and without any true 
facts to reasonably support the issuance of the termination 
letter; that the District Director had not issued a notice of 
deficiency; and that the termination v.’as made at the request of 
the local law enforcement officials to harass, annoy, and punish 
the taxpayer and v:as not done in order to protect the revenue 
and collect a tax that seemed to be in jeopardy. The taxpayer 
further alleged that unles.s the District Director was restrained, 
the taxpayer v.-ould be irreparably injured, inconvenienced, and 
damaged and his property \.-oulc be taken from him in violation of 
due process and equal protection clauses of the Constitution of 
the United States. 

In addition, the St. Louis District forv-tardod seven termina- 
tion files to Re,gional Counsel in January 1974 requesting advisory 
opinions as to whether the cases would be uplield in Court if the 
taxpayer protested I;hc assessments. The responses from Regional 
Counsel shov.’ed that five of the eases v.’erc weak from the stand- 
point of litigation and indicated little probability of success 
should the eases go to trial. 

In the Central Region a decision by the 6th Circuit Court 
of Appeals on February 1?., 1974, (Charles R. Rambo v. United 
States, ct. al.) held that notices of deficiency must be 
issued within 60 days after making termination assessments 
under Section 6851. Hov.’over, the Service position is that such 
notices are not required until a full year return has been 
fil.ed. Duo to the Rambo decision. Regional Counsel suggested 
that termination assessments be restricted and that jeopardy 
assessments uncier Section 6861 bo u.sed when pos.sible,. Regional 
Counsel also suggested th.at when termination asscs.smcnts are 
made tliat propci'ty be protected by filing a notice of lien or 
notice of levy in order to freeze the funds or property rather 
than to seize and sell. 




1.149 $22,494,000 $46,893,000 $34,974,441 $41,501 $26,344 $30,439 



Exhibit 9 


CUicayo, Illinoia 

Chief, ilatc-Ui^ence Bi'/ision I:1C2 
ClUcfeo, Illinois 


r.ooaest for fxirvicea of Accouatins Claris deleted 


lo recently attended a public exiting of the Illinois True r.ebellioii 
Co.-mittoe In an undercover capacity, This orsanlcation advocate® non 
ctcrplianco ulth the IAS Icscj, mu ’..'o have thorefcati uegua to Twnltor 
their i.viotiogs end other related activities, Ve h.ave found t!yit the 
ci-^-nisation is -/ery suspicious of IKS parsccnel ntter.dinii these 
public r^eetiegs, and beli«"/c that if a fes:vilo were to accompany 
th.Q special egont loss attention v-ould be dravm to IiL'n, thereby 
irsjro'rf.ng his cover, 'ihe Intellii;cace Clvision in Lns Angeles, 
CaliToraia, vhich successfully infiltrated this organisation iu 
Califomia, ccr'siented that t'.iey vculd have been unable to do this 
vithout the use of ftrsale personnel. 

Accouiiting Clerk deleted luis assisted the Intelligence 

livisioQ in a vaneiy cf clerical nssigr-icnts in the past, anl ue 
believe that she ’.-ould be an excellent selection to cccor.ipa.ny the 
Epec.ial agent in the attendance of these rectiags, C5’.e iis.s indicated 
to US inforaally that she would be available to nssiat ia this 
cssigBiaeat, and ■•xj rocuest your approval. 


Name deleted 
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Exhibit 10 

Bx c OTp ^ t f rai a. JJ74 ISS latenal Audit Report 


2. Activltirs of 0 ".’.t'icios’ Office Undercover Ciicr.Uive nn: 



Setton. The roiion wes finelly filed in Jairj<iry v 

Intelligence Division had th.i s' in fori;!?, lion available to 
mc.itns before me actual filiiiq ca'tc." 


T:-,e docLT'ent also noted that, "Tlie undercover operative has sup:'l: 
hie contacts with stctcrienls relating to intent and future di;f.'n,c 
of the following individuals ci/rrentiy or previously under Inver, ti 
Oaticn by the Intel 1 ic;cnce Division [the document list: tiie .ibcvo 



su 
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Exhibit ll 



Intel Uivis ioii 
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YE/vK 

1972-73 

1971-72 (Ono count 
y-Zf) 

1971 (One count 
y-4) 


TAX 

1971 $ 70.99 

1972 1,374.05 

1971 193.39 

1972 891.59 

1971 $ 9'.'0.23 


EECOiriEXDATIOXO A!' 

mo jjrair 01 * 19! 


1970 

1971 

1972 


1970 

19/1 


1972 


1972 

1973 

1972 

1973 


1971 


1971 


1972 


1970 

1971 




TAX DO)-: 

.? 523,72 

577.92 

187.19 

523.73 

577.72 

187.20 

633.93 

365,64 

3,098.87 

960,26 

l,4'in.60 

990.23 



193.39 

891.59 


6,725.39 

3,912.37 

2,606,50 

75.00 

1,987.54 

1,748,45 


GR0S3 ?':c:o: 

$ 7,5 6 

9,].80.09 

°,/'- ... 


8,4 



7,062,82 


4, 6 7 C. 30 
15,5’61.CZ 

9, '-■■76, 00 
9.60i..00 

7,642.61 

12,570.31 

12,281.84 

6,415.80 

6,700,78 

47,328.06 

75,836.14 

67,692.40 

16,823.17 

74,997.04 

?27,155.17 
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YE/:;:_ err r:C'^' 

3 971. ■•; c,-..y; ;v.v 

9:7.40 . 'i;;;] ;.;: 73 


'iiiE 0KG7:ii tax 

E!J;M:T 'i'O XXlT.rv;;.,,^ • 
G7203 



YF/'.B 

1970 


1970 

1971 

1970 

1970 


1970 

1971 
19/2. 


1970 

1971 

1972 

1970 

1971 

1970 

1971 

1971 

1970 

1971 


1970 

1971 

1970 

1971 


y/.K Due c__ 

S 69C,/;9 '’2:'. ,3i:4.09 

13,A1?,,.'|0 45 7-'.0.00 

2,339.03 17;o:'.6,,37 


2,097. /.A 
413.70 


t!ol; ConpuL-e.-i 

9G4.63 

2,362.94 

1,473.67 

1,173.00 

242.00 

2,414.46 

2,523.91 

3,967.18 

10,617,96 

9,237.04 

1,640.60 

CS5.53 


23,1'; 1.52 


.34, 237. 41 


23. 922.. 59 

12,023.15 

19,266,74 

15,124.68 

7.441.00 

3.303.00 

19.. 5.56. S6 
18,933.32 

18,573,43 

34,698.89 

34,946.52 

^9’34L’50 
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19V2 (O.-.o 
19/2 


1972 

1972 


1972 

1972 

1972 


1'^ i n^'O'.-y Fu 
1971 $ 9i:i.oo 

1971 :-!,;i23.^t3 


1971 l.f'CS.as 
1971 i,9S9.6^j 
1971 2,0 71. 61 
1971 1,706.60 
1971 1,706.00 


1971 1-972.00 

1971 621.89 

1971 1,670.00 

1972 no ;:acord 


1972-73 

1972-73 

1972-73 

1973 

1972-73 


197 i 577.92 

1972 187.19 

1971 577.92 

1972 187.19 

1971 594.31 

1972 633.93 

1972 365.0^1 

19n ( 78.321 

1972 _ 960.2:'; 
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Exhibit 14 

Horcmber 5, 1970 

All District Directors 900 
Southeast Begloa 

ABC flntelllgcnce) I 
Southeast Keglonal Office 


Operation Bird Dog 


Attached la a copy of a meatorandua to the Director, Intelligence 
Dlvlalon, dated thla date, vhlch la self -explanatory. 

The list of expensive automobiles from your state observed In 
Atlanta during the recent prize fight is also attached for your 
use as leads to possible income tax violations. 


Attacfasients 

DD -Atlanta 

DO-B imlngham 

4®i<i8laBbla 

DD-Creensboro 

DD-Jackson 

DD-Jackaonvllle 

DD-ilashville 
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Director, Intelligence Division CP:I 

Name deleted 

piew York City, H.Y. 

Name deleted 

Hew York City. H.Y. 

Name deleted 

■ New York City Detective 
He said he lost $485 In cash, a $175 watch, a 
$5,600 solitary dlanond ring and his police 
badgs, number 359. 

Name deleted 

'Atlanta, Georgia 

They lost about $1,000 In cash and Jewelry. 

Name deleted 

Cleveland, Ohio 

Be said he lose $3,250 In cash and Jewelry. 

Name deleted 
Atlanta, Georgia 
He was stripped of $348. 

The police reported that several of the nation's top racketeers 
were among Che victims of Che holdup and that It was felt that 
Chase rackaeaari would be out searching for the robbers also. 

This Information Is being furnished you for possible distribution 
to the other regions, or whatever disposition you deem appropriate. 


Name deleted 


Acting 

Attachments 


JEM/cJ 


92 





94 


Exhibit 15 




Octobar 1, 1971 

Springfield Fell 
Sprtacfiold, His 


Springfield, I'.isscuri tSffOt 

In connection v;ith an official Ir.ycr.Linatlon, it 
indlvidu-il has had rnj- arrests by yo\ir dcFS-Vdv .cnt 
A self-'addrasscU envelops requiring no pootsgo is 

Thank ycu for your coopoi-atlon. 

Name deleted 

Special 
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Name deleted 
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Exhibit 16 

Examples of Bi-Weekly Reports of Special ^SeyrLce Staff 

Cc;.l.l^oio;;.T (Co..’; ji'.nco) 

II. Iri"!!, 


- nov^l:vr 15-:^J; 1V69 


l.lC!i 3 ;ina In-liviU>;:il 3 


Hiree Organizations 
Deleted 

Et/U-.i -.■’S redo o.C files cn in i.ecold- 

..jxo ri'oce:’.'.u’o fc:;v'.lisj-l Ij! Uio Cr^-,uui;..iicn 

Dr, inch, Tccljiico.l, - (O-P, I.'ov, JJ, 196V). UnJor th.io \'X'o~ 
co'.rii'o, tho cc--L'lttoe is tiv.n an o;-cr{.':ni.f,y Lo oca all o-j.an 
Todii'.lcv.l c.-.oa fjlca rai-Uinlnj to activlot oi-i^uiiio.'.ticilo, 

T’:io r .'ivlto raitirilly adv-inE-.ceoiio initi.?.! infer: 

c;:c!!.-.i' 0'-'3 i.r.oravcr creerr-t or£;,-iilo;\t5on ooticua .-.ro 

on any entity \.liuro co:;!ittco file data loon ac(;iu_ijlat';d. 


Three Organizations 
Deleted 


''i):rou"h liaison' c:r,t:ibli=};od nith 1'ni.trd Dtr.tco ;,lr Fcrco 
Irito.lljrcnco tho ca'i'lttco Iv.a r:'CC‘i.vod im'oi-:'.it,lon tiat ticoo 
orraniraticno cu'o colicitin^ fuj-iJj to I'.olp draft coiloa in 
Caruii and S',;cJon, Fu.'-ila c.ra Inlr^ rcoyioslc-l to clva fir.noip. 
asT.iotar.co to diVift or.-.dera already In theso cc.imtii?.a and by' 
Lull'.'tJno b'jin^ diotrlbutoj in cyiaiitity cn co.Tlot;o o.avipu.aeo in 
t!;o Unitc'i Etatco, otudonta arc bolji^ encouraged to bacor.o 
diuft evadors. 
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ccV,;utr,';:a) 

A black militant organization and leader deleted 

?o.n iliabricfc i-l 

..-a cutUr. 
ti.cna oi GcCcbcr';JO, X'.C'}. 

vcro hold ;-ith om-'.i-ls of 
.1 Li A/O Gc^iUtoo racovr;!,.!..'- 

Names of a husband and wife 

deleted 

Co;.-lfO of CCl'.CiUVO C 
Avviit c:;'l Colli 
lo olf'jot .vu oi'lr.-.V a 
Uolici',i'i,;y rji vrlci'.il t;i;<c 

.30 i-e; oris !.3Vo bo :n roooiv.o 1 
ction Divisions coliors av3 v.rAov- 
isyosillcn of Uvj 
0 1 by tbo' [deleted by SSCI] 
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Three Organizations deleted 


r.'illMil’.ny rsvi<^'.i cccu iii-ds of co: . ■.''.It "Uta 
.•■cc’r.vOat^d to date, C.i tiio uu-faC3 it c.;T: >rj c.-.cU 
oix .!vl tio;i cV.C'.O.a uo clcooly o-a-.r'-lr.-l, l.o-.;ovji- 
raUlticnal infcr.r.aticn >/Ul bo nocoor.v.iy boXoro rjccawnda- 
tiono Ctu bo r.idot . ; 
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o/'.ric'j Iry nc.i I'jiT'" r^c^.u^xl 

c-ii t!'.o Jif.’t o£ Zi o’jtli'.iii .1;i jV/.u’ 

r.-.roiur,d'M of 10/<V'6;' to H F 1 C U ) f- --a. 
Data 1'o.ti!" roc-jivcKi Jo .In cc..:rv>-V.:;>olvo detail and lu 
r..riS'ly cvoiy .^Jlct?.^lc•3 oi-o.au.navlon rianoo 

oi-o boJ)i 3 ou'.oittcd no bo'r.-: i-alcrjrit to tiao 
cc^Tnlttoo'o oinn’-aticiia* Tolojhcno <Uosvr;alona vitJi 
D.irjtricfc officJnlO i'-U:nv:;iCo tt.o Hot of o2vaiil;;-\oicr.3 
mv.l to tl'.ooo caooo p-lroady In.ttlAtcd ).y ti'.o corrlttoo 
roveal that Hold on'lcco aro YOiy nlc--,ooi thin 
ecis’iittco lo in exluttnco, 

Xhoro nn>a?.ro to bo h.ioji c.co.'l.'n'.n Unit tha cIi.u'Lor 

0. C tiilo co'e'-'.W.tco uni lead to cinCcu'c '.-ant action.a 
nee .led to lialp cont:i o.l tu l>'.v.:Ldicuo Uu a.it to tlio 

1. ntoi'iiaX security of alilo cenaciy, U<v.tc»ir,i.y v.'j '.rill 
rccoivo oxcojlcnt fio.ld ccop;’rv’i'.lcn tifvd acaiojtar.oo 
novf tliat our iiioDion io undcratooi. 




12-1-69 


Taul n'r^d-icht" 
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^ovcr^b-r lb/0 
Cori:;,l SEloncr (Co^.plianc^) 

Paul II. Uri-ht ■ • ' ' 


M-l.’cckly Pcport, (Oet. 19-30, 1970) 


1 . 0r>^,anl -/.allons end Individuals 

Black Militant Organization deleted 

Duriii" thir, rcportk'.tj period a i..c;;ibor of the 
Special Scivico Croup vicli.cd tl.o office of the Cliicf 
Invccui"a.tor of the House Internal Security Coriniittce 
to inspect deleted records. The coi.ii.iittca had 

subpocned various bank records in th.c San Francisco 
.area. Arranecincnts h.nvo been na.de to reprcducc cer- 
tain parts of the records and vc vill forvard thera 
to the San Francisco District for nssist-ance to tlia 
_rcvcnuc arent and .special a:',ent assigned to the 
and eases. 


Organizations deleted 


b’e h.avc obtained additional iufonpatj.on on 
both th.cse organizations since \.’c Initiated field 
cnaninations. 

Tlie revenue agent (Uashington Field Office) 
handling the cjcar.ilnations t.-as contacted and he has 
raviei.'cd, at our suggestion, the voluminous informa- 
tion now in our files, lie states our additional 
file data vrlll materially as.sist him la both these 
czr.i'dnations. . 
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IiavQ received 


Epccial Service Group 


^.’c arc ihjc cpicetion'ry the DJ .■.■Lrlc'c occuro'on or its 
rj ;;ht; to n-ilto the decision, r.t our reJerj al letters 
(tee cop/ attached) leave breed option, noeever, the 
infcrr'.a.tion avnilnble indicates the individcals in- 
volved may be under- reporbinv their incore end they 
arc notorioua campus, and anti-draft activists having, 
arrest I'ccords under anti -riot laus. 'ihev are the 
principal officers in the • deleted 
air offshoot of the Students for Dcii'ocrntlc Society, 
and have been identified ns members of certain Ccts.unlst 
front organizations. 

I’his matter is cited in this report only for the 
purpose of suggesting that uhilc revenue potential might 
not be i.nrge In seme eases, tlierc are instances \:hci-o'^ 
enforcement a.gaiiist flagrrant lau' violators -rjuld Iinve 
some salutary effect in this over-all battle against 
persons bent on destruction ox this governt.-ent . 






1-a.ul 


I'right' 


Attnclmcjit (our standard letter to Audit or Collection) 
PllWright;crn 11-2-70 
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ExmBiT 17 

FEDERAL AGENCY REQUESTS FOR TAX INFORMATION 
CY 74 

Incc.me Tax Information Requested by Federal Agencies 
Which was Authorized Under 26 CFR 301.6103(a)-! 

No. of No. of No. of 
Federal Agency Requests Ta.xpayers Returns 

Department of Agriculture 4 14 48 

Bureau of Alcohol, Tobacco 1 2 I 2 

and Firearms 

Department of Commerce ‘ 2 ' 7 13 

Comptroller of the 1 2 2 

Currency 

U. S. Customs Service 1 . 3 12 

Federal Deposit Insurance 2 14 16 

Corporation 

Federal Home Loim Bank Bbar^ ~ 5 50 178 

Comptroller General (GAO) • - ' S'*' l,-406 • li406 * 

laterstate Comm.erce \ 2 . ' "9. .. 4.5.. 

Commission - • - 

Department of Justice ■ 384 3,228 10,446 

(other than U.S. Attorneys) 

United States Attorneys 1,594 4,448 * 18,062 

Department of Labor 1 2 6 

Securities and Exchange .19 95 389 

Commission , 

Renegotiation Board 1 11 21 

TOTALS 2,020 9,291 30,646 


* Returns of 710 taxpayers were not furnished but selected 
information was extracted from the returns by IRS and 
furnished to GAO. 
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Appendix 

Questions by Senator Goldwateb to Commissioner Alexander Concerning 
IRS Activities, and Commissioner Alexander’s Responses 

Question 1. (a) Out of 81 million tax returns that were filed in 1974, about 
69 million, or 85 percent, were furnished to tax authorities in 38 States under 
an Internal Revenue Treaty arrangement. What is the nature of the treaty ? 

(6) What safeguards, if any, are provided? 

(c) What prevents States from distributing personal tax Information to 
lawyers, bankers, credit agencies or any one else? 

Response, (a) Under authority of section 6103(b) of the Internal Revenue 
Code, and under arrangements worked out between the Internal Revenue Serv- 
ice and the National Association of Tax Administrators, the Service makes 
available, each year, a selected list of data elements in magnetic tape mode 
taken from our Individual Master File (IMF). These data show taxpayer 
identity and certain income and tax information for individuals filing Federal 
individual income tax returns. Our Federal-State Agreements on Coordination 
of Tax Administration provide a means for formalizing the efforts of the Service 
and the States to continue their cooperative programs and to enter into additional 
arrangements for improving the administration and enforcement of tax laws 
of each respective jurisdiction. A copy of one of our recent agreements, with 
the State of Ohio, is attached (Attachment 1. See page 106.) 

(6) Bach year, when notices are sent out to the States informing them of the 
current year program for tape extracts from our IMF, copies of the Service's 
Publication 664, Federal-State Exchange Program, containing a detailed listing 
of the participating States’ data usage responsibilities, and a reminder of the 
penalties for unauthorized disclosure of Federal tax return information, are 
also furnished. (Copies of this publication are available as IRS Publication 664.) 
Additionally, our Federal-State agreements contain similar provisions for safe- 
guarding Federal tax return information. 

(c) State employees are subject to the same penalties, under section 7213(a) 
of the Internal Revenue Code, for unauthorized disclosures of Federal tax 
return information as are Federal emplo.vees. These penalties provide, upon con- 
viction, for a fine of not more than $1,000 or Imprisonment of not more than 1 
year, or both, together with the costs of prosecution. State tax personnel using 
Federal tax return information furnished them on magnetic tape are reminded 
of these penalties in the aforementioned Publication 664. 

Question 2. Why was It necessary to suspend operation of the Information 
Gathering and Retrieval System earlier this .year? What changes were made? 

Response. These information gathering activities were suspended by telegram 
on January 22, 1975. These activities were su.sjiended to allow a review of our 
procedures when it was alleged that some employees were collecting and retain- 
ing non-tax-related items. 

After a review of our procedures. I issued new guidelines for information 
gathering in Manual Supplement 39G-152 on June 23, 1975. This document is 
available to the public. The new guidelines were issued to afford clearer defini- 
tion of tax related data. They also require management involvement through 
prior authorization in writing before an agent can gather or retain information. 
The new procedures also require stringent review of information gathering 
activities. A copy of the new guidelines Is attached (Attachment 2. See page 116.) 

Question 3. What is your electronic surveillance program in which telephone 
calls are monitored? 

Response. The Service has a program for taxpayer assistance in which tele- 
phone calls are occasionall.v monitored by a supervisor or designated Taxpayer 
Service Representative to see if correct answers are being given in a courteous 
manner. However, “electronic surveillance” would not be an appropriate term to 
describe this program. When monitoring taxpa.ver assistance calls, the identity 
of the taxpa.ver is not even known unless he volunteers it, or unless the question 
is so complicated that it cannot be answered wnthout some research. In the 
latter situation, it is more practical for IRS to call the taxpayer back when the 
answer has been found, so we would ask for the taxpayer’s name and phone 
number in such cases. 

Except in a call-back situation, no notes of the conversation are held, and in 
no case are conversations recorded in any way. Since the purpose of the moni- 
toring is to oversee the quality of the answers and the manner in which our em- 
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ployees deal with the public, a specific instance of monitoring is done without the 
employee’s knowledge, even though all employees who serve in the taxpayer as- 
sistance program understand that the monitoring occurs as a regular practice. 

So that taxpayers are aware that telephone calls in taxpayer service offices are 
monitored, we have highlighted the following statement on the front page of 
the tax package sent out to all taxpayers at filing time : “To help us provide cour- 
teous responses and accurate information, IRS supervisors occasionally monitor 
telephone calls. No record is made of the taxpayer’s name, address, or social se- 
curity number except where, at the taxpayer’s request, a followup telephone call 
must be made.” 

As a matter of Service policy, the use of electronic devices to intercept tele- 
phone conversations without the consent of at least one of the parties to the 
conversation, frequently referred to as “wiretapping,” is absolutely prohibited. 
In our investigations of suspected illegal activity, we do on occasions use the 
legally permissable technique of intercepting telephone conversations by the use 
of electronic devices if at least one of the parties to the conversation consents. 
Such instances are strictly controlled and require the approval of an IRS official 
designated by the Commissioner. 

Question 4- Was the formal establishment of the Special Service Staff really 
an extension of the checking that was started on the 22 extremists groups in 1961 
and later expanded to include 25 more in 1963? 

Response. Although the Special Service Staff activities were similar in some 
respects to the checking that was started on extremist groups in 1961 and 1963, 
the Special Services Staff was not an extension of the earlier activity. 

As noted in the June 5, 1975 staff report of the investigation of the Special 
Service Staff for the Joint Committee on Internal Revenue Taxation, the exam- 
ination which began in 1961 of the 22 organizations was largely completed in 
1963. The examination which began in 1963 of the 25 organizations was com- 
pleted, for the most part, in 1966. 

In November of 1967, a status report on the cases involving these organizations 
was given to Commissioner Sheldon Cohen. The report noted that the major 
purposes of the study were fulfilled early in 1966. The Joint Committee Report 
says that Commissioner Cohen told of his decision to wind down the project, 
putting such examinations back into the normal channels, after he became 
Commissioner (January, 1965 to January, 1969). 

The origins of the Special Service Staff were in the summer of 1969. The 
reasons for its creation are accurately discussed in the Joint Committee staff 
report of investigation. 

Question 5. In 1974 more than 8,000 Federal income tax returns were made 
available to other Federal agencies for police work. Did the IRS receive adequate 
assurances that these returns were being used for law enforcement purposes? 
Was there any checking? 

Resimnse. Treasury regulations require that requests for tax Information from 
Federal agencies must state the reason for the request, and only if this and all 
other requirements under the regulations are met is authorization granted. Most 
requests contain paragraphs similar to the following : 

“Unless it is determined that such documents should be filed with the Court or 
otherwise used in evidence in such case, access thereto, on a need-to-know basis, 
will be limited to those attorneys or employees who are actively engaged in the 
case. Under no condition will they be made public except to the extent that pub- 
licity necessarily results if they are used in litigation. Persons having access to 
these documents will be cautioned as to the confidentiality of the information 
contained therein and of the penalty provisions of Section 7213 of the Internal 
Revenue Code and Section 1905, Title 18, U.S.C., regarding the unauthorized dis- 
closure of such Information.” 

In addition, all our responses contain a paragraph which reminds the re- 
quester that the information is being furnished only for the purpose for which 
it was requested and again reminding them of the penalty provisions of the 
Internal Revenue Code. Although we do not check further to see how the in- 
formation is being used (or have the resources or ability, as a practical matter, 
to do so), it should be noted that all federal employees are subject to the sanc- 
tions contained in the Code (fine up to $1,000 or imprisonment up to one year, 
or both). We also feel it is the responsibility of the agency to ensure that an 
unauthorized disclosure is not made of the information it has received. 
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Attachment l 

Agreement on Coordination of Tax Administration with the State 
OF Ohio Provided to the Senate Select Committee by Commissioner 
Alexander 

The State of Ohio and the United States Internal Revenue Service, 

U. S. Department of the Treasury, recognize the mutual benefits to he 
derived through coordination of their tax adji,inistration programs to 
secure returns, determine tax liability, and effect collection of taxes; 
and the parties, updating and renewing their agreement of December 23, 

1971, do hereby agree to continue cooperative programs already established 
and to enter into additional arrangements designed to improve the adminis- 
tration and enforcement of the tax laws of their respective jurisdictions. 
With these obiectives. officials of the State, actine under authority- 
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unauthorized use or disclosure of such infoiiration, and to maintain 
a list of the names of the local tax officials to whom the information 

3. Delinquent Returns and Collection of Taxes — Under such 
arransenents as mo.y be pi-acticabie and feasible, the appropriate State 
and Internal Revenue Service officials will fui'nish each other infor- 
mation which will assist in locating the wliereabouts, sources of income, 
employers, or real and personal property of persons vdiose tax accounts 
are delinquent. Additionally, they will exchange lists of taxpayers and 
other information relevant to the identification of persons vdio have 
failed to file tax returns. 

4. Coope rative Audits and Audit Adjustments — VJithin the 
framevrork of available enforcement resources, the appropriate State 
and Internal Revenue Service officials will develop cooperative return 
selection and examination programs with the objective of minimum dupli- 
cate audit effort, increased Federal and State audit coverage and minimum 
taxpayer, contact. They will fm-nish each other, in accordance with 
mutually agreed schedules and routines, information on audit adjustments 
made by their respective offices, and such other information as will 
assist in determining final tax liability. 


5. Scope of Exchange — Other information relevant to the adminis- 
tration of State and Federal taxes may be exchanged, if feasible, under 
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arrangements made by the appropriate State and Federal tax officials. 

Such information may include, but shall not be limited to, lists, mag- 
netic tapes, transcripts or abstracts pertaining to: (a) taxpayer 

identity and address, and tax return and related data; (b) tax refunds 
and relates; (c) registrations of automobiles, trucks, tractors, and 
other hlghvra.y motor vehicles; (d) distributors and suppliers of .motor 
fuels and special fuels; (e) organisations exempt from taxes imder State 
or Federal law and revocation of exempt status; (f) individuals, partner- 
ships, and corporations engaged in a specific type of business or pro- 
fession; (g) incorporations and dissolutions of corporations; (h) valua- 
tions and appraisals of real or personal property; (i) inventories of 
lock boxes of decedents; (;) eaiployers, together with their addresses 
numbers; (k) dat 



state 


officials 


aw to obtain Federal tax return infor- 
administration purposes, letters to 
s political subdivisions will clearly 
s obtained pursuant to law. 
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Attachment 2 

Internal Revenue Service Manual Supplement 
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